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WHITHER COMMODITIES ? 


IRISH ECONOMIC SURVEY 














HUDDERSFIELD. 
BUILDING SOCIETY 





Investments \ som Mortgages 


HEAD OFFICE: BRITANNIA BUILDINGS, HUDDERSFIELD 
LONDON OFFICE: BRITANNIA HOUSE, 203 STRAND, W.C.2 






































© 2 © © 0.0 0 © © 0 © © © 6 0 2 008 0 8 © 0.0 0 6 © © © © 6 0 0.0.6 © 0 0 0.0 © 0 0 0 0 6 0 0 oe os 6 6 8 wo ow oo oe ww os 
©0688 6 8 6 6 + 6 8 8 6 oe 6 eee 8 6 8 6 oe 8 ee 8 6 Oe oo 8 oe eo ee 8 6 Oe 6s 6s 0 ose e's es e's 0 0 e's see ee 0 0 6 0 of 
Se eee SSS SEF eee eee eee ESO HEHEHE SEE EEE HEHE SSE S bo 6G 6 ese 8 be 6 6 6 es 8 0 6 6 6s 8 
e888 SOS ee ee eee eee eee eee ee ee ees eee eee eee 6 6 6 6 6 6 8 6 6 6 6 6 6 8 6 8 6 6 6 8 6 8 8 8 
SSCS SES TEESE THESE SEH Eee H SS eS Se 6 wo 6 6 ee ee ee 6 es 6 se 8 8s 6 8 8 
oe +e © © Po ee eee eee eee ee ee eee eee eee teeta ee eee eeeeeee eS eee © 
28 F282 eee eee eee eeee see eeeeeeaeeeeeseeeeeeeeeee See eee 
=o 9% © 6 Fe eee eee ee ee eee eeeeeeeeeeeeee eee eee eeee 
= oo 8 8 oo oe oe ee ee eee ee eee eee ee eee eee eee eee 





eee oF ee eee eee eeeeeeeeeeeeeeeeeeeeees 
see teee eee eeeeeeee ee eee ee eee eee 

See eeeeeeeeeee ee eee eee eee 
eeeeeeeee eee eee eeeee 

ee eee eee ee eeee 


HALIF a | 
£194,000,000 
Liquid Funds 

i A G £37,000,000 


Reserves 
£10,000,000 


















































BETSON & CO., LTD. 





SHIPBROKERS > CHARTERING AGENTS : STEVEDORES 
Consulate for Norway — Consulate for Panama —_ Vice-Consulate for Finland 
20 EDEN QUAY, DUBLIN 
Phone Nos. 43904/5 Telegrams ‘ Betson,’ Dublin 


Codes — Scott’s 10th Edition, Boe, Lombard 


AGENTS FOR UNITED STATES LINES 
EAST ASIATIC CO., LTD. 














BRADBURY, WILKINSON & CO. LTD. 


DESIGNERS, ENGRAVERS & PRINTERS 
of 
BANK NOTES, POSTAGE STAMPS, 
BONDS, SHARE WARRANTS, 
CERTIFICATES, CHEQUES, 


and 
ALL DOCUMENTS OF SECURITY 


























LONDON OFFICE: 
20 COLEMAN STREET, E.C.2 


HEAD OFFICE & WORKS: 
NEW MALDEN, SURREY 














TELEPHONE: WIMbledon 0033-4-5-6 TELEPHONE: MONARCH 7531-2 






























BANK OF IRELAND 


ESTABLISHED 1783 








Head Office : 
COLLEGE GREEN, DUBLIN 


Capital (Paid Up) - - £2,769,230 
Reserve - - - -  £3,690,000 
Total Assets - - - £88,887,184 


98 Branches throughout Ireland 


LONDON AGENTS 


BANK OF ENGLAND 
COUTTS & CO. 





Every description of Home and Foreign 
Banking Business Transacted 





























THE 
MUNSTER & LEINSTER 
BANK LIMITED 


dn 





CAPITAL SUBSCRIBED~ - - - - - £1,875,000 
CAPITAL PAID-UP_ - - - - - - £750,000 
RESERVE FUND - - - - - - £1,150,000 
DEPOSITS, etc., at 3ist Dec., 1952 : - - £63,474,405 


HEAD OFFICE - - . SOUTH MALL, CORK 


The Munster c Leinster 
Bank Ltd. 




















HEAD OFFICE 


; % . 7 Syke : “sae 
in wm, OMIM MALL CORK tee eR Sek 
Ee EMS MP. Add reek aes TES SABRES ae 





The Bank has over 200 Branches and Sub-Branches throughout Ireland 


BANKING SERVICES OF ALL DESCRIPTIONS ARE AVAILABLE FOR THE 
PUBLIC 


CURRENT ACCOUNTS OPENED ON USUAL TERMS. 
DEPOSITS RECEIVED AT INTEREST. 


THRIFT SAVINGS ACCOUNTS. THE SMALLEST SUMS MAY BE DEPOSITED. 
INTEREST ALLOWED. HOME SAFES ISSUED. 


FOREIGN EXCHANGE BUSINESS TRANSACTED. 

INCOME TAX CLAIMS PREPARED AND INCOME TAX RECOVERED. 
EXECUTORSHIPS AND TRUSTEESHIPS UNDERTAKEN. 
VALUABLES RECEIVED FOR SAFE KEEPING. 





































RPE YR Pa Pe CS 









ae 
2 


SES ae 


~ 





ENS RSF 


NEY RRR 


— 








£1200 SILVER IN ONE HOUR! 


it goes in MIXED... 








it comes out COUNTED 


That’s the time-saving 
labour-saving job that 
the ICC Type F4 will 
do for you — with abso- 
lute accuracy. Works in 
denominations of 6d, 1/-, 
2/-, 2/6. It’s electrically 
operated and a junior 
ean tend it. Needs only 
3 ft.x 3 ft.6 ins. floor 
space. 


SORTED 


RECORDED 





International Coin Counting Machine Co. Ltd. 
Alexandra Road, Enfield, Middlesex 


Makers of letter-opening, envelope-sealing, | 
coin-counting and token-counting machines | 


Phone: Howard 1886 | 
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Ask the typist 


When everyone has said his piece 
about typing and typewriters it 
is the typist’s judgement that 
carries most weight. She takes 
into account all the really im- 
portant factors: the touch, the 
speed, the easy accessibility of 
working parts, the precise align- 
ment of letters on the page. 

In fifty years we have learned how 
to make typewriters that are, 
above and beyond everything else, 


typist’s typewriters. 
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THE PURPOSE AND RESULT OF SENSIMATIC CONTROL 
<—-é Here's the secret of the Sensimatic’s 
astonishing versatility. Each panel (or sense- 
plate) like this guides the machine through any 
four different accounting jobs in any combina- 
tion. There is no limit to the number of panels 
you can use. 
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Statements 





Remittance Lists 


Deposit Accounts 


a | 


Dividends 





From one 
accounting machine— 
countless applications 


NOW THERE ARE FIVE VERSIONS of the 
Burroughs Sensimatic Accounting Machine, 
giving you the registers or combinations of 
registers you need for the jobs you have on hand. 
All are based on the completely new principle of 
Sensimatic Control, which directs the machine 
automatically through every mathematical func- 
tion and carriage movement during a posting 
operation. Just as there is no practical limit to the 
number of different accounting applications the 
Sensimatic will handle—switching instantaneously 
from one to another at a turn of the selector knob 
—so there is no limit to the economies in time 
and labour which its use will effect in your office. 

Call Burroughs about the Sensimatic today. 
You'll be surprised at the low cost of this multi- 
purpose accounting machine. Burroughs Adding 
Machine Limited, Avon House, 356-366 Oxford 
Street, London, W.1. Sales and Service offices 
in principal cities. 
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when called upon to advise 





(jesse f executor... 


or the principal objective is : eCVeETY i hi ng 
to ensure safety, a good steady : : poin ts to t h e 
return and the ability to realise on = 
capital without loss should : adva nt ag és 


occasion arise. 


of investment 
in the 


as an 
accountant .. 


the problem usually 





revolves round the safe 





CO-OPERATIVE 
PERMANENT 


BUILDING SOCIETY 


disposal of surplus funds 
or reserves: the ability to realise 





quickly and without loss when @e 
required is equally essential. #23 


SECURITY —- FREEDOM FROM 





y, - as a FLUCTUATION IN VALUE, 

“les solicitor... ACCESSIBILITY AND 2}°% 

x ih *) a variety of problems may WITH INCOME TAX PAID 
y, LO BY THE SOCIETY 


| 


eS 


“> /arise — money realised by sale 
of property, the settlement of 
estates, the investment of legacies—but 
in all cases safety for capital plus regular 
interest and accessibility of money 


without loss are the main objectives. 





you are invited to write for full particulars to 


NEW OXFORD HOUSE, LONDON, W.C.I. TEL. HOLborn 2302 
City Office: 163 MOORGATE. TEL. MONarch 3556 

















a ine WHO 46-49 DAME ST., DUBLIN 


Fire + Accident + Aviation + Marine 


ye nn 




























THE BANK OF BERMUDA, LTD. 


HAMILTON 
Somerset St. George’s 
CAPITAL £125,000 
TOTAL RESERVES £333,199 
TOTAL RESOURCES £7,706,864 
Complete Banking and Trust Facilities ’ Real Estate Division 








Sole Depository of the Imperial Government in Bermuda 


—_—-~———— 































DUNLOP ‘FORT? car tyres are 
designed for the motorist who is pre- 
pared to pay a little more for a tyre 
that is without equal for strength, 
trouble-free performance and long 
mileage. Like all other Dunlop car 
tyres it carries the famous Gold 
Seal, symbol of the latest and 
best in tyre-building technique. 
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lJ WHATMAN 


LEDGER AND WRITING 
PAPERS 


For 180 years the quality 
papers for :— 


LEGAL DOCUMENTS 


LEDGER and ACCOUNT 
BOOKS 


LETTER HEADINGS 


Noted for their strength under 
all climatic conditions 


Made by W. & R. BALSTON LTD 
MAIDSTONE, KENT 


Sole Sales Representatives : 


H. REEVE ANGEL & CO. LTD 
9 Bridewell Place, London, E.C.4 

















INPERU 


we are at your service 


BANCO WIESE LTD 


CARABAYA 543 
LIMA, PERU 





COMPLETE BANKING SERVICE 
FOREIGN EXCHANGE 


COLLECTION OF 
DOCUMENTARY BILLS 


COMMERCIAL LETTERS OF 
CREDIT 


COMMERCIAL I INFORMATION 


CAPITAL AND RESERVES 
S/. 52,524,499 2 











Head Office : 


Authorised Capital .. 

Issued and Subscribed Capital 
Paid-up Capital 
Reserve Funds 

Deposits as on 31-12- 1952 





Habib Bank Ltd. 


Established 1941 
KARACHI (PAKISTAN) 


Pak Rs. 20,000,000 
Pak Rs. 10,000,000 
Pak Rs. 10,000,000 
Pak Rs. 10,000,000 


Pak Rs. 343,700,000 





In selecting desirable trade relations for exports and imports with Pakistan, Habib Bank Ltd., 
with 45 branches spread over West and East Pakistan, can prove to be most helpful and you 
are invited to use our services. 


The Bank is fully competent to handle all foreign exchange business, including opening and 
advising of commercial letters of credit, collection of documentary bills, remittances, etc. 








FOREIGN BRANCHES: 
Bombay, Calcutta (India) and Colombo (Ceylon), Rangoon (Burma) 
Correspondents and Agents at all important cities of the world 























THE ROYAL BANK OF IRELAND LIMITED 


ESTABLISHED 1836 





Complete Banking Service 


SPECIAL DEPARTMENTS FOR 


EXECUTORSHIPS 


INCOME TAX CLAIMS~ e 


TRUSTEESHIPS 
FOREIGN 


EXCHANGE BUSINESS 


Private Safes may be Rented at College Green Branch, 


Dublin 


Head Office: FOSTER PLACE, DUBLIN 
Local Agents: Midland Bank, Limited 
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SANWA BANK 


Authorised Foreign Exchange Bank 





Chairman of the Board 
& President: TADAO WATANABE 


Capital: ¥ 2,500,000,000 

Head Office: IMABASHI, OSAKA 

Tokyo Office: GOFUKUBASHI, TOKYO 

San Francisco 
Branch: 465 CALIFORNIA STREET, 

SAN FRANCISCO 


A eomplete network of 185 nation- 
wide branches and worldwide 
correspondents 






























“GENTEX” 


Cotton and Rayon Piece 
Goods spun, woven and 
finished in one of the 
most modern factories in 
Ireland — they are fully 
equal in quality to the best 
products of other countries 


GENERAL 
TEXTILES 











LIMITED 
ATHLONE EIRE 
Phone: Athlone 54. Grams: ‘‘ Gentex,’’ Athlone 
DUBLIN CORK 
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It is the 
calculating machine 
that gets through 
routine figures 
faster that 
serves 

your business 


best 
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Count on Burroughs for straight answers 









PROVINCIAL BANK OF IRELAND LIMITED 


Established 1825 





DUBLIN 
Head Office: 5 College Street 


115 BRANCHES AND SUB-BRANCHES 


Banking Business of all Kinds Transacted 
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THE PALESTINE DISCOUNT BANK LIMITED 


HEAD OFFICE: 27 Yehuda Halevy Street, Tel-Aviv. 











16 Branches throughout the country 
Capital & Reserves: If£.1,400,000.— Total Assets exceed 36 million pounds 
Representative Offices: 
U.S.A. : 61 Broadway, New-York 6, N.Y. 
Europe : §7 Avenue d’léna, Paris XVIe, France 


ALL BANKING BUSINESS 
Enquiries Invited 
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OUR RECORDS LOST BUT FOR | > & % Z, 
NU-SWIFT ! ~ AUCTION SALES 


“So unexpected, so quickly... blazes 


Souaguniens: iiiad . ut-aadies VALUATIONS 


Cy 
Nu-Swift had the fire out in seconds.”’ 3 ™ © 
When will YOU get up-to-date ” | % £ 2 


NU-SWIFT LTD - ELLAND - YORKS e Ae 
S > 
In Every Ship of the Royal Navy | rs, ve s 
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Letterheading 
ORIGINAL CHARTHAM MILL 
W.T. & CO. BLUE WHITE WOVE 


Invoice & Statement 
CONQUEROR BLUE WHITE 
WOVE 


<n Ire 
£4 
© OPmOtAT/ Om 








Loose Leaf Ledger Internal Memos 











CONQUEROR ABERMILL BOND 
IMPERATOR L.L.L. _ White and twelve tints 
Bound Ledger inte Card Index Systems 


W. T. & CO. AZURE LAID 
CONQUEROR AZURE LAID 


GOATSKIN PARCHMENT 
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Whatever your business 

may be paper is essential for 

the daily conduct of your affairs. 
Letterheads, ledgers, invoices and many 
other items of office stationery are but a ~ 
few of the necessary requirements which are 

in daily demand. The selection of the right type 
of paper for a given purpose is all important and in 
the Gateway range you will find the most suitable 
quality for the job. All these papers are watermarked so having MAING [ 
made your choice you can specify by name the quality to be used. ~ I i 
The samples illlustrated are the best of their kind and are from the | 7 
Gateway range of watermarked papers. Samples of these and many other 
quality papers are available on request. 


THE WIGGINS TEAPE GROUP 
i! 









Makers of Gateway Papers FINE PAPER MAKERS 
LONDON 
L// 
ALDGATE HOUSE, MANSELL STREET, LONDON, E.1 ROYAL 7210 


xi 


















a good accountant agen 


calculator 








% Fast one-hand operation = —— = E 
% Visible dials throughout T.S. (courment) LTD. 

> pri 31 - NEW BRIDGE STREET‘EC4 
% Reasonably priced. Write for details .. . Sehssheas Cite 9907 
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Specialised BANKING FACILITIES] | 


The full and proper use of credit requires Bowmaker provides specialised credit facili- 
an appreciation of all its different forms, ties for Industry, Commerce, Export and 
their purposes and application. Import, and will welcome your enquiries. 


se BOWMAKER 


Industrial Bankers 


BOWMAKER LTD., BOWMAKER HOUSE, LANSDOWNE, BOURNEMOUTH. Phone: Bournemouth 7070 
London Office : 6! St. James's Street, S.W./. Phone: GRO 6611/66/19 Branches throughout the United Kingdom 
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A pension scheme 
iS A SOUND INVESTMENT 


—and here are sound reasons why ... 









1. It gives employees a _ feeling made for working Directors 
of security and confidence and senior executives. 
thereby increasing efficiency. 6. The employer’s contribution 

2. It provides harmony between is treated as a business trading 
employer and employee. expense. 

3. Provision can be made for Specialist advice is available on 
past service. all aspects of Pension and Retire- 

4. The cost is met year by year ment Benefit Schemes. You are 
and no lump sum is required. invited to write for booklet, 











5. Special arrangements can be ‘Security as an aid to Efficiency.” 


LEGAL & GENERAL 


ASSURANCE SOCIETY LTD. 


CHIEF ADMINISTRATION: 188, FLEET STREET, LONDON, E.C.4 
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Like EVERY PUNGENT DRAMATIC critic, Norman Thong 
needs a tough, pencil-proof envelope* to make notes in the dark on. : 
The view, widely held by actors, that not only Thong’s notes, but his notices too, are written 
in the dark, doesn’t worry Thong. Nor does the opinion, expressed in the same quarter, that 
Thong should be forced to appear before an audience of actors on the stage of the Pavilion, 
Greenock, there to entertain continuously for not less than one hour under pain of expulsion 
from the Critics’ Circle. 

Thong does not care what actors say (though he often remarks that he can’t hear it). He knows 

.° that they can’t get into print with it. 

He, on the other hand, must divert and 


“A, instruct some 2,000,000 readers weekly, a 


; AYS | 
task calling not only for marginal com- BR \ 
/ / ments on the cast page of his programme oO 


ay / ‘ , ss 6éT + 
Jams ‘Hasn’t a clue’, ““Fatter than ever’, 

/ “Same old plum in the mouth”... but 
for a memorandum of more elevating selections 


from the critic’s phrase-book. 





And it is because there is seldom room in a programme 

margin for long and discursive references to Edmund Kean’s Othello 
that Norman Thong, like every pungent dramatic critic, needs a 

stout, scribble-resistant envelope to make notes in the dark on. 

*One of the RIVER SERIES for preference. A nice Tees Cartridge would be just the 

thing for Thong, our fict: tious critic. 


[here are several features that distinguish 
River Series from ordinary envelopes—their 
smart modern ‘*Square Cut’’ appearance- 

all have generous gumming of flaps and 
wide overlap of seams to provide security- 
and all are made trom British high-quality papers. 
Your local Stationer or Printer will readily arrange 








*% FREE SAMPLE BINDER 
We shall be delighted to send to pro- 
fessional and business houses our newest 
sample binder of River Series envelopes. 





Tet, 





River Series envelopes @ °°" 





THERE ARE OVER 260 different sizes and shapes of Manilla, 
“Cream Laid, Air Mail, Cartridge and Parchment envelopes in 
the ‘ River Series’ range. 


PIRIE, APPLETON & CO LTD * CHADWELL HEATH MILL * ESSEX 


Xili 
















Here are 800 
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filed in the safest and most convenient “ 
way. Microfilm copies of ledgers, news- 
papers, books, etc., take up 95°, less space than 

the originals. They are quick and easy to refer to. 
Write for details of the Recordak ‘Micro-File’ Camera—and 


learn how microfilming can help you save time, space and labour. 


SRECORDAK ovivision a 


KODAK cuwire 


Adelaide House, London Bridge, London, E.C.4 
Telephone: MANsion House 9936 
and at I1, Peter Street, Manchester, 2 
Telephone: Blackfriars 8918 








‘Recordak’ is a registered trade-mark 



























The | SAFETY 
INSURANCE 
CORPORATION 
of IRELAND Leta. | WITHOUT 


for your savings 





CAPITAL 24% 
All Classes of Fire, DEPRECIATION : ae | 


Accident, Marine, 
Income Tax paid 











Aviation and Transit | eae : 
Insurance : : 
51 SOUTH MALL, CORK | Assets £15,000,000 Reserves £800,000 | 


8 DONEGALL SQ. E., BELFAST | 
87 O'CONNELL STREET, LIMERICK | | 
5 GEORGE'S STREET, WATERFORD HASTINGS and THANET 


14 SHOP STREET, GALWAY BUILDING SOCIETY 


2 TEELING STREET, SLIGO 
5 GILTSPUR STREET, LONDON, €E.C.1 


| 29-31 Havelock Road, Hastings 46 Queen Street, Ramsgate 


Head Office: 36 DAME ST., DUBLIN 99 Baker Street, London, W.! : 














| 4| Fishergate, Preston 41 Catherine Street, Salisbury | 
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Established 





THE 
NATIONAL BANK 


LIMITED 


MEMBER OF THE LONDON BANKERS’ CLEARING HOUSE 


CAPITAL SUBSCRIBED i £7,500,000 

CAPITAL PAID-UP _.. es £1,500,000 

RESERVE FUND “3 sal £1,405 ,000 

DEPOSITS (31-12-52) .. .. £75,267,000 
* 


ee facilities of every 
description are available, and 


specially organised departments are 

maintained for Foreign Exchange, 

Income Tax and Executor’ and 
Trustee business. 

The Bank is also prepared to act as 


Agent for Foreign and Colonial Banks. 


HEAD OFFICES 


13-17 OLD BROAD STREET. 
LONDON. E.C.2 


and 


25 BRANCHES IN ENGLAND AND WALES. 


IRELAND 


BELFAST, LONDONDERRY, MAGHERAFELT 
DUBLIN, CORK, LIMERICK, WATERFORD 
and in all of the Principal Cities and Towns. 


AGENTS AND CORRESPONDENTS THROUGHOUT THE WORLD 
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ULSTER BANK LIMITED 


ESTABLISHED 1836 
Affiliated to Westminster Bank Limited 





Capital Authorised and Subscribed ... £3,000,000 
Capital Paid Up ... .... £1,000,000> 


£2,500,000 
Reserve Fund... ... £1,500,000 





COMPLETE BANKING SERVICE 
With Special Departments for the Transaction of Executor 
and Trustee, Foreign Exchange, and Income Tax Business 





By means of II! Branches and 76 Sub-Offices throughout Ireland and 
through Agents and Correspondents in all parts of the world the Bank 
offers a comprehensive service transacting every type of Banking business 





Dublin Office’ - - - - - 32 & 33 COLLEGE GREEN 
Head Office - . - - - WARING STREET, BELFAST 



















































The 
Union Discount Company 
of London Ltd. 


(ESTABLISHED 1885) 


CAPITAL & RESERVES -_ £7,700,000 





TREASURY, BANK AND _ FIRST - 
CLASS TRADE BILLS DISCOUNTED 


MONEY RECEIVED ON_ DEPOSIT, 
AT CALL OR FOR FIXED PERIODS 





39 CORNHILL, LONDON, E.C.3 
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: Message from a 

| e 

| Colonial Governor 

. ; 

: In 1817, Governor Macquarie of New South 

z Wales advised the Home Government that he = 
: had established a bank—the Bank of New 
3 South Wales. It was Australia’s first public 
a company, and Macquarie prophesied that it 
as would be “productive of incalculable benefits to 
f | the Mercantile and Agricultural Interests of 
| the Colony” and would “Redound to its future Credit and form an Era of true respectability” 


| which would “hereafter be looked back to with Public Gratitude.” 





The prophecy has been amply fulfilled, for the Bank has played no small part in the 
| development of the great countries of Australia and New Zealand and in fostering their 
| trade with the Mother Country and the rest of the world | 


eh permes 


| The Bank has had a branch in London since 1853. Today, its Threadneedle Street 
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A Banker’s Diary 





IN recent weeks there has been an upsurge of criticism in the press and in some 
academic circles that inflation is recurring in the British economy ; even 
Mr. Butler, in the debate on the Finance Bill, while indicating 
Is there was as yet no sign that things are going really wrong, 
Inflation very properly warned the House of Commons that “ the 
Recurring ? general trade position is as yet not satisfactory if we are to 
maintain the impetus that we so much need”. On a balanced 
view, the Chancellor's blend of confidence with caution still seems better 
justified than premature cries of alarm. The main hope underlying the budget 
was that industrial production in 1953 would just about return to the level of 
1951, after the 3 per cent. fall it suffered in 1952. To date, however, the country 
seems to be doing rather better than that ; industrial production in January 
and February was about on a par with the 1951 level, but in March and April 
it was 2 per cent. higher and in May 3 per cent. higher. On the other side of the 
equation, of course, consumption has risen too ; it is not easy to estimate 
volume figures from the incomplete value figures available, but it looks as if 
real consumption may be running some 2 or 3 per cent. higher than the average 
for either 1951 or 1952. Investment in stocks and work-in-progress is also 
currently higher than in 1952—though much lower than in 1951—and it is 
believed (and certainly to be hoped) that industrial investment may be 
higher than in either year. The terms of trade were actually some 9 per cent. 
better in June than the average for 1952; between 1951 and 1952, when the 
terms of trade improved by 7 per cent., this added some £330 millions to 
Britain's real income—so that the benefit from this factor in the current year 
may be even larger than the benefit from increased production. 

The resultant of these diverging factors—higher production and _ better 
terms of trade on the one hand, and higher consumption and higher investment 
on the other—must show itself in the balance of payments of figures. To judge 
from recent monthly trade returns, it will be disappointing if the balance of 
payments white paper published next October does not show that Britain’s 
external surplus in the first half of this year was some {30 or £40 millions 
higher than the surplus at £61 millions (exclusive of defence aid) achieved in 
the first half of 1952. The current rate of surplus is lower than that, largely 
because of the increased imports of raw materials associated with any sudden 
upturn of industrial production; indeed, in view of the £40 millions that will 
again have to be provided for interest on the North American loans at end- 
December, Britain may be hard put to it to show any surplus on its external 
account for this second half of the year. This must give cause for concern 
among those who believe that Britain should strive to run a “‘ normal ’’ external 
surplus of around £300 to £350 millions a year (to play its proper part in over- 
seas investment) and that it should do all it can to store up reserves of foreign 
exchange against a possible rainy day in American business activity. 

Fortunately, the regional pattern of the balance of payments looks 
healthier than it was. Despite wage inflation, British exports to North America 
are at a record level, and they are still rising. Exports to softer currency 
countries have fallen—partly because the effect of recent import relaxations 
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by Australia and other countries has not yet made itself felt, but also, appa- 
rently, partly because markets have been lost to Germany. Some part of the 
recent expansion of German exports to soft currency countries has, however, 
been due to Germany's willingness to grant generous credit terms to many of 
the riskiest sorts of customer. This policy must mean that Germany's competi- 
tive power in harder currency markets is less keen than it would otherwise be ; 
individual British industrial concerns that have lost ground to Germany in 
these casy and inflationary markets are not unnaturally inclined to complain, 
but from a national point of view British subjects should be chuckling—not 
squawking—up their sleeves. 

[t is still possible to argue that a really stern disinflationary policy in Britain, 
one that went far enough deliberately to create more unemployment and thus 
enforce wage restraint, would be the right medicine for a country that ts still in 
a desperately weak position to meet the storms that would follow from an 
American recession. But that was not the policy decided upon at budget time, 
and—provided wage claims do not mount even faster—the case for such a 
policy does not seem to have been made any stronger by the events of the past 
three-and-a-half months. If wage claims continue to mount, if the balance of 
payments continues to deteriorate much below its relatively comfortable level 
of early 1953, and if the Government is to make room for any further tax 
relaxations in 1954, greater recourse might be needed to the monetary weapon; 
some of the ways in which flexibility might be introduced into monetary policy 
for just such an eventuality are discussed in the leading article of this issue. 
Meanwhile, however, the country’s economy does not seem to be alarmingly oft 
the track charted for it last April. The painless character of last month's con- 
version offer to holders of the £810 millions of 23 per cent. War Bonds, 1952-54 

into the equivalent 1954-56 War Bonds at par—confirms the impression 
that the Government feels it appropriate to keep monetary policy “ just 
about where it was” at budget time. 


ALTHOUGH the increase of $46 millions in the sterling area’s gold and dollar 
reserves in June was the smallest gain this year, it still represented a rather 
better trend than might have been expected for this season; as 
Dollar — has frequently been emphasized in THE BANKER, the summer 
Reserves months—when commodity sales are at a low level and tourist 
expenditure at a high one—usually tend to be a rather bleak 
period for the sterling area’s balance of payments. Compared with May (when 
the reserves rose by $48 millions), receipts of American defence aid rose by 
$15 millions to $28 millions, but the mid-month receipts of gold from the 
European Payments Union fell by $11 millions to $10 millions. The “ residual’ 
dollar surplus—which for the most part represents the sterling area's balance 
with North America—therefore fell from $14 millions in May to $8 millions 
to June. In April, when commodity sales were still in high season, this 
“residual ’’ dollar surplus had contributed $76 millions to the gain of $107 
millions in the reserves in that month. 
The fall in this “‘ residual’ surplus in June, however, was not so alarming 
as might appear at first sight. During the month the surplus suffered from 


the fact that some $22 millions was transferred to the United States in settle- ' 


ment of the recent repatriation of the General Electric Company’s holding in 
the big British engineering concern, Associated Electrical Industries Ltd. 
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There were also increased capital transfers to Canada, where British investment 
is at last increasing at a heartening rate under the lead of the great merchant 
banking houses of the City. 


SoME idea of the new tempo of British investment in Canada can be derived 
from the fact that the British Treasury sanctioned the transfer of nearly $50 
| millions for this purpose in the first six months of this year. 
—And In addition, the Bank of England allows British funds to 
Dollar flow into Canadian investment projects by the “ backdoor ’ 
Investment or “ D-mark” route; this route involves the purchase of 
blocked D-Marks with sterling, the sale of these D-Marks 
against Swiss francs, and conversion of Swiss francs into Canadian dollars— 
4 circuitous route that makes Canadian dollars available to British investors 
at a price about 6 per cent. dearer than the official parity. There are also 
some grounds for hoping that the present ban on switching Canadian securities 
in London may be lifted before very long; at the moment the dollar proceeds 
of sales of Canadian securities by British residents still have to be applied 
to repaying the residue of Canada’s war-time interest-free loan to Britain— 
but the amount of that loan outstanding has already been brought down 
from $1,000 millions to about $200 millions. 

Meanwhile the record of recent direct British investment in Canada contains 
an impressive galaxy of great banking names. The ventures announced in 
recent months include the participation of S. G. Warburg & Co., Helbert Wagg 
& Co. and Glyn Mills & Co. (on behalf of the “ Three Banks ” group) in a new 
and wide-ranging Anglo-Canadian-American development corporation called 
the Triarch Corporation; the participation of Robert Benson Lonsdale and 
Rothschilds in United North Atlantic Securities; the association of Rothschilds, 
Morgan Grenfell, Schréders and Hambros in the new Newfoundland Corpora- 
tion; and the participation of Barings and Morgans in the Toronto investment 
house of Harris and Partners. Although new direct British investment in 
Canada necessarily involves an initial strain on the central dollar reserves, it 
would have been a tragedy if short-sighted exchange control regulations had 
shut British investors wholly outside the Canadian development boom. For 
that boom may be one of the most important long-term economic factors to 
come to light in the mid-twentieth century. ; 


OPINION is still divided about the implications of the decision of the Federal 
Reserve Board—briefly noted in THE BANKER last month—to relax the legal 
reserve requirements for demand deposits of member banks. The 

“Fed” reductions were from 14 to 13 per cent. for country banks, 20 
Climbs to 1g per cent. for reserve city banks and 24 to 22 per cent. for 
Down? central reserve city banks (those in New York and Chicago). 
One school of thought, and certainly the most vocal one, had 

regarded the tight money tactics pursued by the “‘ Fed ’’ until May as evidence 
of a desire to follow a hard-money policy almost for its own sake and at almost 
any cost, with a pre-Keynesian concept of a “‘ sound ”’ dollar as its goal. To 
such observers, the easing of reserve requirements naturally appeared as a 
dramatic climb-down in face of the clamour of protest about the money 
stringency. More sophisticated observers, however, never had felt able to 
accept the proposition that the ‘“‘Fed’’ and its economic advisers—despite their 
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differences with the Treasury during the long phase of frozen interest rates— 
had become so intoxicated with their new-found freedom as to forget the 
fundamental principles of a rationally flexible monetary policy. To such 
observers, the latest shift in tactics appears simply as a welcome confirmation 
that the policy is indeed rational—and as an assurance, therefore, that if 
hard money is pursued when production and employment are booming, it is 
not likely (or, at least, less likely) to be pressed unduly or too long if and 
when the boom begins to flag. If this is the right interpretation, the ‘‘ Fed’s”’ 
latest move is the most reassuring economic news that has come across the 
Atlantic for many months. 

There is, however, yet another popular interpretation, which lies between 
these two extremes. Statements from both the U.S. Treasury and the “ Fed ” 
at the time of the relaxation made it plain that its proximate cause was the 
Treasury's approaching need for heavy borrowings for deficit-financing— 
especially during this half-year’s slack season for revenue and heavy season 
for commercial borrowings. Hence the move has been presented not as any 
departure from hard money, but simply as a device for preventing harder 
money. The U.S. Treasury's fiscal year to June 30 last ended with a record 
peace-time deficit of $9.4 billions; and the present estimate for “ fiscal 1954 ” 
is a deficit of $5.6 billilons—but as the big tax flow does not occur until next 
spring, the finance required by the Treasury in the meantime is likely to be 
substantially larger than this. The assault on this financing problem was, 
indeed, begun within a few days of the “ Fed’s’”’ announcement, with the 
launching of the biggest cash operation since the war, in the form of $5} 
billions of 2} per cent. eight-months tax anticipation certificates. This issue 
was, in fact, very comfortably oversubscribed, thanks partly, no doubt, to 
the continuance of open market purchases by the “‘Fed’’. But the view 
that policy aimed simply at preventing stringency rather than at any net 
easing has been supported by the trend of the money market. The Treasury 
bill weekly allotment rate, which dropped from a twenty-year peak of 2.416 
per cent. at the beginning of June to only 1.954 per cent. at end-June, has 
since been edging upwards again—reaching 2.106 per cent. by mid-July. 
The conclusion seems to be that, whilst the recent attitude of the “‘ Fed ”’ 
has been reassuring, the full test of its intentions still lies ahead. 


ee 


VEN by post-war British standards, the fluctuations in Australia’s external 
accounts in recent years have been fantastic. Preliminary estimates now 
suggest that the Dominion ran an external surplus of at least 
Australian {Ar4o millions in the twelve months to June 30, 1953, com- 
Boomerang pared with the massive deficit of {A590 millions in 1951-52; 
this represents a swing round of £A730 millions, or between 
{A8o and {Ago per head of the population. On visible trade alone the swing 
round was £A737 millions, to a surplus of £A358 millions. The usual deficit 
on invisibles is unlikely to have widened in the year, and Australia’s London 
funds are now believed to have risen above £400 millions, compared with 
{240 millions in September, 1952. 

The major factor in the year’s improvement was that imports fell by more 
than one-half, from £A1,053 millions in 1951-52 to {A514 millions in 1952-53; 
indeed at one time imports from Britain were cut to only one-third of their 
peak 1951 level. This cut was largely the consequence of the severe import 
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restrictions imposed in March, 1952, which had subjected all Australian imports 
either to licence or to ‘‘ administrative arrangement "’; and which had reduced 
quotas on the former to 20 per cent. of imports in the base year of 1950-51 
for category “B ~~ goods (mainly consumer-goods) and to 60 per cent. for 
category “A” goods (which include motor chassis, chemicals, iron and steel 
eoods, and wire netting). These stringent restrictions are clearly incom- 
patible with the present recovery, and the Australian Government is therefore 
following a policy of gradual relaxation, though not of dramatic abolition. 
[Import quotas on both categories of goods imported from outside the dollar 
area and Japan were raised by 10 points on April 1 last, and now they have 
been raised again by another 10 points from July I; appropriate adjustments 
have also been made for goods under administrative licencing. British 
exporters will find this a useful fillip to their sales; but a step that still leaves 
all imports subject to quantitative restriction and that keeps the general 
permitted level of “‘ non-essential’ imports at 40 per cent. of the 1950-51 
level cannot be hailed as more than a move in the right direction—the right 
direction in this case meaning towards control of the balance of payments by 
adequate disinflationary policies rather than by discriminatory import controls. 
From the sterling area's point of view, however, the vital need is that Australia 
should keep its accounts in balance somehow, and if the recent import relaxa- 
tions meant that the Dominion’s accounts were going to plunge back into 
deficit again they should be regretted, not welcomed, in London. Fortunately, 
however, it does not look as if they will; although Australia has still not wholly 
abandoned its Peron-like policy of stimulating uneconomic industrial invest- 
ment, demand there is in much better control than eighteen months ago— 
and the wool cheque of £A405 millions for 1952-53 was second only to the 
record cheque of 1950-51. 


THE agenda for next month’s meeting at Geneva of the signatories of the General 
Agreement on Tariffs and Trade will be a full one, but it is unlikely to be 
cluttered by any fresh tariff negotiations. Before a new round 
Tasks of multilateral tariff discussions can take place a clearer view will 
for have to be available of the trend of foreign economic policy in 
G.A.T.T. the United States, and the arbitrating parties will also want to 
know what is going to be done about one of the principal items 
on the agenda—namely, the promised accession of Japan to membership. 
This accession will no doubt be made the occasion for some bilateral tariff 
negotiations between Japan and other contracting parties; given the impor- 
tance of Japan as a commercial nation and the fact that any bilateral con- 
cessions granted to it will have to be extended to other countries through the 
~ most-favoured-nation '’ clause, it is probable that such bilateral discussions 
with Japan will, in the long run, become something very close to another full 
round of multilateral tariff negotiations. This fact may provide one more 
argument for going slow in sanctioning the complete accession of Japan as a 
contracting party. Of more general interest among the subjects to be dis- 
cussed next month will be the extension of the assured life of G.A.T.T. schedules, 
which embody concessions exchanged in previous negotiations. These schedules 
have an assured life to the end of this year; an attempt will no doubt be made 
to extend this for a further appreciable period—but, especially if Japan does 
come in, that attempt may run into some difficulties. 
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In preparation for the meeting, the Secretariat of G.A.T.T. has prepared 
a detailed report entitled “‘ International Trade, 1952’. This report stresses 
the reassuring fact that despite all the handicaps of quantitative restrictions, 
import licensing, customs duties, and the like, international trade continues 
to expand. The volume of world trade had already regained its pre-war level 
by 1948, and by 1949 it had equalled the previous all-time record set up in 
1929. By 1951 it had established a new record, exceeding the 1929 peak by 
about one quarter. According to provisional data, the 1951 level was approx1- 
mately maintained in 1952. It is true that this recovery in international trade 
would not have been possible without the $35,000 millions dollar aid, exclusive 
of military aid, but including reconstruction loans, granted to other countries 
by the United States in 1945-52. This aid represented about one-tenth of the 
total value of international trade during that period—a measure of the adjust- 
ments that may be called for as dollar economic assistance dwindles to the 
mere trickle that is promised next year. This issue of “ trade not aid” and 
of all the relevant aspects of American foreign economic policy will, without 
any doubt, dominate the proceedings at next month’s meeting in Geneva; 
beside it the emergence of Japan as a major member of G.A.T.T. seems to 
pale into little more than a technical problem. 


THE transition from state to private trading in grains has been making gradual 
but satisfactory progress over the past three months. It was at the beginning 
of May that freedom of dealing in wheat, coarse grains and 
Grains and animal feeding stuffs was restored. Since then the Baltic 
Exchange has been gradually getting into gear—a process involving no 
Control very great effort, since most of the firms concerned had already 
been operating as agents for the Ministry of Food in the 
previous state trading operations. The transition has been made all the easier 
by the fact that the Ministry of Food, in anticipation of its decision not to sign 
the International Wheat Agreement, had accumulated appreciable stocks of 
wheat, so that there has been little need for private merchants to search out 
the markets of the world for odd lots of the commodity. They have, however, 
picked up some useful and cheap consignments in Argentina and on the con- 
tinent of Kurope—at well under the new I.W.A. maximum of $2.05 a bushel. 
Last month a further development took place, with the restoration of 
dealings in grain futures and of third party grain transactions by merchants 
in this country. This restoration of dealings in grains has called for the 
definition of exchange control arrangements applying to such operations. The 
scheme for applying exchange control to the grain market operations differs 
considerably and significantly from that applied to other commodity schemes, 
such as rubber, tea, tin and other non-ferrous metals (including copper, in 
which the market is being reopened this month). Because grain is imported 
in such large quantities from Canada, special care has had to be taken to 
prevent free dealings in it from becoming a channel through which dollars 
might be lost. Consequently, any merchant in London who buys wheat from 
the dollar area is not permitted to resell it outside the sterling area unless he 
can receive reimbursement in dollars. But although arbitrage dealings are 
thus severely restricted, the fact remains that grain for consumption in Britain 
and the sterling area can now be bought indiscriminately in the cheapest 
available market. This is a real step forward towards a freer system of 
international trade. 
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How Flexible is Monetary Policy ? 


HE monetary experience of these past six months or so has continued to 

puzzle those who took it for granted that the ‘new’ monetary policy 

would produce a fall, or at least would check the rise, in the volume of 
money. At first glance, the credit trend in the first half of 1953 appears simply 
as an extension, though on a more moderate gradient, of the steep ascent that 
caused so much surprise in the second half of 1952. If seasonal factors are 
roughly excluded from the reckoning, the phase of contraction of the volume of 
money is seen to have endured for only six months after the first moves towards 
monetary orthodoxy were made in November, 1951. At end-June 1953, net 
deposits of the clearing banks, though naturally below their level of last 
December (when the all-time peak of £6,154 millions was reached) stood at the 
highest point ever touched at this season of the year—at £6,023 millions. 
Moreover, their excess of £104 millions over the previous mid-year peak, 
touched two years ago, was almost twice as large as the corresponding excess 
shown at end-1952. Whereas in the twelve months to mid-1952 net deposits 
fell by roughly £100 millions, in these latest twelve months they have risen by 
rather more than £200 millions. And in the last six weeks of this period they 
rose by £158 millions, the steepest rise ever experienced at this season. 

It is small wonder that those who look only to these comparisons are 
troubled by a bewildering contrast between the credit trend and the supposed 
aims of monetary policy ; for here, it seems, 1s evidence of a strong momentum 
of credit expansion at a time when the avowed purpose of monetary policy was 
to exert a restraining influence upon the national economy. On closer examina- 
tion of the figures, however, this conclusion is seen to need qualification. The 
experience of the past six months or so—surveyed in detail in an article on 
page 94—has shown some important differences, even contrasts, from that of 
the second half of 1952 when the divergence between aims and performance was 
most pronounced. And now, perhaps, even the aims themselves are changing. 


THE “ NEW” Poricy’s THREE PHASES 

These differences emerge plainly once it has been recognized that the whole 
period since the change in monetary policy now divides itself into three well- 
defined phases of approximately equal length. There was first the phase, from 
November, 1951, to May, 1952, during which the total volume of credit was 
trending downwards. This was the phase in which the new credit discipline 
imposed an abrupt check to the long secular rise in bank advances, and did so 
at a time when the supply of commercial bills was falling fast and the Govern- 
ment was on balance seasonally reducing its borrowings from the banking 
system. All the principal influences were therefore then combining to reduce the 
volume of money ; and at the end of this phase net bank deposits were running 
fully £150 millions below their level of the previous year. During the second 
phase, from May to November, 1952, the check to bank advances turned into a 
strong decline, but the Government simultaneously swung into much more 
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than seasonal borrowings, so that the effects upon the total volume of credit of 
the repayments of indebtedness by the private sector of the economy were 
much more than offset by the expansion of Governmental demands. In this 
second six months, deposits rose by £278 millions, or by £153 millions more than 
in the similar months of 1951, thus restoring them to the level shown twelve 
months before. 

The end of this second phase ts marked chiefly by the behaviour of the pri- 
vate sector : the contraction in both advances and clearing bank portfolios of 
commercial paper reached its limit in November last—by which time advances 
were {209 millions below the all-time peak reached in the previous April (just 
before the 1952 B.E.A. funding operation) and the commercial bill portfolio 
was {130 millions below its peak of the previous February. In the third phase 
both these items have been creeping up again; by April last, before this year’s 
B.E.A. operation began to exert its effect, advances were £71 millions above 
their low point of last November. In this phase, therefore, the salient new 
influence has been the re-expansion of credit for the private sector ; but this 
influence has coincided with a moderation of the pressure from the public 
sector. The reduction in Governmental demands during this phase of seasonal 
net decline was, it is true, smaller than in the similar period of 1952, but the 
deterioration was much less severe, on this annual comparison, than in phase 
two. The characteristic of the third phase has therefore been a continued 
secular trend of expansion in the volume of money, but a less violent movement 
than occurred in the second half of last year. 

The contrast between these two phases of expansion and the early phase of 
contraction has led some people to suggest that the “‘ new” monetary policy 
represented little more than a few brief thrusts from the long sheathed weapons, 
that after the middle of 1952 or thereabouts they were waved around a bit 
but hardly used, and that more recently even the brandishing has been so half- 
hearted as to imply an intention to return them soon to their former obscurity. 
Any such commentary, however, misconceives both the nature of a rational 
monetary policy and the way in which the monetary weapons have in fact 
been used in these past eighteen months. More sophisticated observers might 
point out that the essence of an orthodox policy is that it substitutes the prin- 
ciples of the market-place for the arbitrary priorities and exhortations of 
‘planning’, and is fundamentally, therefore, a flexible policy—permitting 
movement in either direction according to the changing needs of the national 
economy as a whole. By jobbing backwards over the three phases of credit 
experience, the theoretical economist might find economic justification for 
the contrasts they present. He could reason from a distance that the new 
monctary policy had indeed shown a due and rational flexibility ; that con- 
traction was enforced in the dangerous phase before the mid-1952 “ hump ” of 
the dollar crisis had been surmounted ; that a swing into strong expansion was 
permitted or engineered as soon as it was seen that a pervasive climate of 
disinflation had supervened, marked by a rise in unemployment and last 
summer's sharp dip in production ; and that a more moderate further expan- 
sion was deemed appropriate in the third phase when economic policy as a 
whole, as exemplified particularly in the 1953 budget, sponsored a deliberate 
‘ reflation ’ in the belief that available productive resources still left a com- 
fortable safety margin within the economy. 
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These two views—the naive denigration of the new monetary policy 
on the one hand, and the sophisticated defence of it on the other—are, however, 
almost equally out of focus. If the first does less than justice to the aims 
and tactics of the authorities, the second does more than justice. It assumes 
that flexible monetary policy and all the other aspects of economic policy 
have already become fully integrated; and it then credits the authorities with a 
much greater degree of penetration and farsightedness, and of speed in changing 
their tactics, than they have in fact shown—or, perhaps, than they reasonably 
could yet be expected to show. 

In retrospect, it is true, it can be seen that the credit expansion and the 
associated boom in stock markets that caused so much uneasiness to many 
people (including THE BANKER) last summer did not do the inflationary 
damage against which Britain had at all costs to be on guard. As several 
recent articles in these columns have pointed out, it later became apparent 
that much of the disinflationary work that had at first been assigned to 
monetary policy was being done instead by other forces—notably by the 
impact, a much heavier one than had been expected, upon Britain’s economy 
of the curtailment of the sterling area’s demand for British goods. In these 
circumstances, and given also the secondary repercussions from the first phase 
of credit contraction, it could be seen after the event that if a phase of credit 
expansion had not supervened, the disinflation in the economy in the second 
half of last year would have been a good deal more pronounced, perhaps 
excessively so. But the injections of purchasing power into the economic 
system at this stage, though wholly attributable to the cash needs of the 
central government, cannot be credited to the monetary authorities as a 
deliberate and far-sighted act. They happened because the arithmetic of the 
1952 budget went far awry, and because Britain’s external position was 
transformed more rapidly than the Government had dared to hope. These two 
miscalculations adequately explained the Government’s extravagant borrowings 
from the banks in phase two. 

The kindhiest interpretation of monetary policy at that stage is that the 
authorities had a hunch, derived perhaps from their opportunities for sighting 
the first indications of these changing wider trends, that they ought to resist 
the clamour, in which THE BANKER joined, for a tougher funding policy—then 
advocated as the best means of redressing the effects of their own admitted 
miscalculations. But belief in the existence of so subtle a hunch is not easily 
reconcilable with the Chancellor’s obvious concern at the shortfall on his 
budget, and with his reiterated hopes that that would be made good in the 
closing months of the fiscal year. 


The theory that there has been orderliness and sophisticated wisdom in 
monetary practice throughout these past eighteen months does not, in fact, 
withstand the tests of detailed analysis. In the first phase, a firm restraint 
was wisely applied, and though it necessarily operated mainly upon the private 
sector, its effects were reinforced by the fact that the Exchequer’s needs were 
seasonally low. In the second phase, the re-expansion that may have been 
desirable and right happened involuntarily, and despite the fact that the 
credit supply to the private sector was declining—though it is true that that 
decline was then attributable much more to the delayed effects of falling 
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commodity prices, to the import cuts at home and abroad and to the running 
down of work-in-progress and stocks (including those on the high seas) than 
to toughness in the banks’ lending policies. But there 1s no reason at all to 
suppose that the authorities were prepared to approve any relaxation of 
lending standards. 


ALIGNMENT FOR REFLATION ? 

It is only in the third and latest phase that any good grounds can be found 
for believing that monetary policy has been more or less deliberately aligned 
with the moderately reflationary aims of economic policy as a whole. The fact 
that the authorities have not visibly intervened to stop the recovery of bank 
advances—they have not put pressure upon either the rising gilt-edged market 
or upon bank liquidity ratios, and have been solicitous in keeping the discount 
houses out of the Bank—can reasonably be construed as deliberate tactics. 
Admittedly, there has been some evidence of the opposite kind—notably the 
hint that is believed to have been quietly dropped to the clearing banks to 
the effect that the situation does not justify any overt departure from the 
principles of restraint in lending, and the insistence upon the maintenance of 
the relatively high pegged rates for commercial bills. But these two groups 
of roughly offsetting influences can be regarded as in line with the indications 
cviven at budget time—that since the budget itself was administering the 
chosen dose of reflation, either a separate monetary dose or a monetary 
antidote would be equally undesirable. In short, the degree of monetary 
restraint was to remain approximately constant unless and until economic 
conditions changed in a way not foreseen at budget time. 

In fact, although the outbreak of peace in Korea and new tactics in the 
Kremlin make the world climate look prospectively somewhat more disinfla- 
tionary than might have been foreseen three months ago, the opposite is widely 
believed to be true of conditions within Britain. Many economists affirm that 
the spontaneous urge towards reflation in Britain—a trend that showed itself 
before the end of I952—1s now seen to have had a greater momentum than the 
Chancellor reckoned when he gave his budget stimulus. And the more austere 
among them affirm that if some decline in American activity and in world 
demand lies just around the corner, this actually makes a firm monetary 
policy at home more necessary, and not less so—because any resultant 
dampening down of demands upon the home economy would be merely the 
first effects of a trend that would fast revive major threats to the balance of 
payments. 

THE BANKER itself prefers for the present to reserve judgment on these 
difficult problems of prognosis : the statistical facts about the trend of the 
economy this year, and especially since the budget, are still too slender to 
justify a sure conclusion, though the revival of wage pressure is rather dis- 
turbing. But, in the meantime, monetary policy needs to be not only inte- 
grated with wider policy but also sharply vigilant. If the budgetary policy 
proves after all to have been too soft, flexible monetary policy must be the 
means of redressing the balance. For the present, the monetary authorities are 
doubtless wise to avoid any aggressive funding, and to nibble instead—as they 
have been doing by minor operations that merely put a small check on the 
seasonal rise in liquidity ratios and absorb only a moderate part of the re- 
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financing meal that lies ahead.* But they probably ought not both to follow this 
policy and to remain indifferent to the re-expansion of bank advances, if that 
movement goes much further. If allowance is made for the repayments by 
the British Electricity Authority, the effective increase in June appears to have 
been almost twice as large this year as last. Though this trend is doubtless 
principally due to the process of re-stocking and the increase in work-in-progress 
as production revives (it 1s noticeable that the growth of advances is no longer 
narrowly confined to the three or four categories of major “‘ expanding ”’ indus- 
tries) it is undeniable that there has been some shading of the austere lending 
standards observed in the early part of last year. 


NEED FOR FLEXIBLE TECHNIQUE 

There is also a question of technique to which the monetary authorities 
ought to address themselves is this phase when they need to be vigilant because 
they cannot be sure in which direction they next should move, or how fast and 
how far. If monetary policy in its widest sense has shown flexibility—in 
swinging from deliberate and firm restraint in the first phase to a “‘ deliberate ”’ 
condoning of some expansion in phase three—the mechan cs of policy have not 
developed similarly. It was apparent from the outset of the “‘ new ”’ policy that 
the shifting of banking and money market habits, as well as the official tech- 
niques, from the ingrained practices of the long years of atrophy of the mone- 
tary weapons towards the flexible techniques of variable rates and of response 
to varying degrees of pressure in the money market and the wider capital 
market, would be a difficult and perhaps prolonged process of re-education. It 
had also, of course, to be much more than that, because, whatever the virtues of 
orthodoxy in the classical age, the techniques of a quarter of a century ago 
obviously are not ready-made rules for application to the different conditions 
and different objectives of policy that obtain today. 

The realization of these differences, and of the sheer difficulty of the transi- 
tion from the age of fixity, partly explained the relative timidity of the first 
moves made in 1951 ; and this caution, as the violence of the impact upon the 
markets showed, was plainly justified. But, paradoxically, the biggest progress 
towards flexibility, in the technical sense, was made in those first few months. 
Since then there has been little evidence of any really constructive re-thinking 
of the technique of orthodoxy for a modern context, and no further increase in 
flexibility. Indeed, since the first phase of pressure and contraction came to 
an end—and, more particularly, since the threat of strong pressure upon gilt- 
edged and upon liquidity ratios was removed, or became generally supposed to 
have been removed—the flexibility seems actually to have diminished. 

It cannot be too strongly emphasized that the real virtue of a rational 
monetary policy, which lies not only in its flexibility but in its extreme sensi- 
tivity and ability to make much more delicate adjustments than can be attained 
by any other means, never will be attained unless the rate structures and the 
official techniques are constantly and demonstrably variable—if not actually 
varying. But they are not demonstrably so now, even in the money market, 
which ought to be the most flexible of all the banking mechanisms. Outside 








* Holders of £397 millions of the £810 millions of 23° National War Bonds, 1952-54, 
accepted last month's invitation to exchange into an equivalent amount of 1954-56 bonds, but 
up to one half of these acceptances was believed to comprise ‘‘ departmental’’ conversions. 
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competition for the Treasury bills, and the market's response to it, have 
admittedly produced a minor see-sawing movement lately in the weekly allot- 
ment rates ; but these movements have little relationship to the behaviour of 
the authorities themselves in the market, and so are not regarded in the banking 
system generally as any barometric reading of the pressure deemed appropriate 
by the makers of high policy. At present, 1f the authorities did overtly intervene 
with the object of giving a signal, they would almost certainly produce a jolt 
rather than the delicate adjustment that might be desired. They have lately, 
for example, treated the discount market so leniently that any sustained eftort 
now to keep it constantly on the run for money, punctuated by a few days in 
which it was obviously deliberately forced into the Bank, would be regarded 
as a major departure of policy. Their objective now, quite apart from the re- 
thinking of techniques, should be to foster assiduously a market condition in 
which they can, if need be, always fire a small warning shot—in the sure 
knowledge that its signal will be heeded but will not provoke a disproportionate 
response. Unless, moreover, the market is sensitively attuned in this way, it 
will be equally dangerous for the authorities to make any overt move in the 
opposite direction. Indeed, the danger then might be even greater—for the 
business world, as well as the banks, might jump to the conclusion that all the 
signal-lights had been suddenly turned to green. 


VALUE OF PUBLICITY 

This intermediate phase, in which the wider aims of monetary policy are 
more or less neutral, is the opportunity to make good this major omission from 
the process of re-educating the banking system. Perhaps the point at which it 
might best be started would be to vary more freely the rates at which the Bank 
of England itself operates in the market (by those “ special "’ buyer or seller 
operations now re-christened “‘ smoothing out ’’—and why, incidentally, that 
ugly “‘ out '’?) and to publicize, instead of trying to conceal, the dealing rates. 
The re-thinking process might usefully consider, too, whether there would not 
be real advantages, from this point of view, in adopting the American system of 
publishing the net amounts of purchases or sales. The proper way for the 
authorities to indicate their intentions (or even, in appropriate circumstances, 
to conceal them) is by action in the market, rather than by the hint or the 
‘' directive . They must encourage the banks and discount houses to learn 
again how to “ read’ the market. 

The authorities themselves are apt to regard such suggestions as these as 
radical and unjustifiable innovations ; but if they reject changes that would 
rest upon the virtues of publicity, the onus must remain squarely upon them to 
achieve the necessary flexibility and sensitive responsiveness by their own 
traditional methods. There is no reason to believe that they, unlike some 
commercial bankers, do not genuinely want to achieve a full flexibility. It is to 
be hoped, too, that the worth of such a technique is likewise recognized by the 
Chancellor ; it could give him much more scope in his budgetary and other 
economic policies than he could otherwise enjoy—including the scope to run 
some risk of making mistakes without necessarily courting disaster. But 
Hexibility in these terms, the essential attribute of a vigilant monetary policy, 
demands a bigger effort and less trammelled thinking than have yet been 
devoted to it. 





a” 


‘@") 


— 


a 


Whither Commodities ? 


OMMODITY prices have been falling continuously for more than two 
vears. Since March, 1951, the Economzst’s commodity price indicator— 
-a rough but ready measure of the changes in price of the main com- 
modities entering into international trade—has fallen by 37 per cent. In 
the same period Moody’s index of staple commodity prices in the United 
States has fallen by some Ig per cent. The rigidities of domestic wage and price 
structures have, of course, cushioned the impact of this decline on wholesale 
price indices; and they have completely offset its impact on retail price indices. 
As the chart on page 72 shows, wholesale prices 1n both Britain and the United 
States moved up much more sluggishly than commodity prices during the 
nine months of soaring inflation immediately after the invasion of Korea; and 
they have moved down very much more sluggishly since. And retail prices 
in Britain (aided by wage inflation and the reduction in food subsidies) have 
actually risen by tS per cent. since March, 1951, while in the United States 
they have risen by 2 per cent. 

Nevertheless the commodity crash—if crash it can be called—has had < 
dram hate effect on the pattern of international trade. One conse quence 1s thi , 
Britain's import prices are now some 14 per cent. lower than their average in 
1951; since export prices are still 3 per cent. higher, the consequent improve . 
ment of no less than 16 per cent. in Britain’s terms of trade must have increased 
real incomes in this country by somewhere around £600 or £700 millions a year. 
For the overseas sterling area countries, of course, the turn in the terms of 
trade since March, 1951, has been adverse. It was very adverse indeed in the 
early months of the downturn just after March, 1951; American purchases of 
sterling area raw materials are always one of the most sensitive antennae of 
trends towards inflation or disinflation, and for that reason sterling area export 
prices were the first to fall. This adverse experience was mitig rated in 1952, 
when prices of raw materials exported from dollar countries began to fall, too. 
It is difficult to say what the trend between sterling and dollar materials is 
now. Among the great sterling staples, wool, jute and cocoa still seem fairly 
firm, rubber has fallen so far that it may not be able to fall much further, but 
tin is currently very weak. Among the great dollar staples, the outlook for 
grains, Sugar, cotton, aluminium and timber still looks fairly bearish although 
crude oil prices have recently increased. 

The object of this article, however, is not to speculate on present trends in 
the sterling area’s terms of trade and balance of payments with the dollar 
world, but to discuss the outlook for commodity prices in general. Judgment 
of that outlook must depend largely on the answer that is given to a single 
but complex question: What are the factors that have caused the collapse in 
commodity prices since March, 1951, and are they mainly deep-rooted or 
mainly transitory ° 

The first factor behind the fall springs readily to the eye from even a 
cursory glance at the accompanying chart. Between June, 1950 (when the 
Korean war began) and March, 1951, the Economist’s commodity price indicator 
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rose from 100 to 157; between March, 1951, and mid-July, 1953, it simply 
came back to 100.7 again. Viewed in that perspective, the “ crash “ appears 
as no more than the correction of an unhealthy and mistaken boom. The 
Communists’ invasion of South Korea in June, 1950, seemed to many people 
to carry with it the threat of a third World War and of the bottlenecks, alloca- 
tions, rationing schemes and other nightmares of scarcity from which the 
world was then emerging. Every industrialist and wholesaler stocked up with 
materials that would become scarce again if the worst were to befall. The 
public laid in stores of all durable commodities that had been scarce and 
rationed during and after World War II. This world-wide buying spree was 
massively reinforced by strategic stockpiling by governments on both sides 
of the new firing lines. The results were remarkable, disturbing and injurious. 
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To give a few of the more striking examples: wool (tops 64's) rose from 166d. 
per lb. in June, 1950, to 326d. in March, 1951; tin rose from £591} per ton to 
£1,485; and rubber from 2s. 3?d. per Ib. to 6s. 1d. 

The assumptions on which this widespread hoarding was based were proved 
false. There was no third world war, and the increased tempo of world re- 
armament did no more than raise by a modest fraction what, in 1950, was 
already a relatively high military consumption of strategic materials. Moreover, 
within the last few months defence plans have been considerably diluted or 
elongated. The armistice in Korea, the symptoms of grave unrest in Com- 
munist satellite countries and the plans made for Four-Power discussions, now 
provide the very reverse of the psychological atmosphere 1n which the 1950-51 
commodity boom found its setting. In the circumstances, it is not surprising 
that commodity prices have come back to their pre-Korean level; some people 
may, indeed, be surprised that they have not fallen below it. 
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A second important factor has been the expansion of production of many 


primary commodities. 


Three years ago it was fashionable to say that world 


production of primary commodities, and especially of food, was and would 
continue to be far too low for the world’s long-term needs. 
there are some signs that the latter-day Malthusians, like Malthus himself in 
the nineteenth century, are finding their dire predictions of shortages and 


famine falsified by events. 


Now, however, 


vears has been outstripping the rate of increase in population. 
far from true to say that the world is overfed; but in the basic grains large 
unsold carry-overs are reappearing and are being brought forward from one 


crop vear to another. 


The world production of foodstuffs in the last few 
It would be 


In the United States the Government now holds more 


ESTIMATED WORLD PRODUCTION OF BASIC COMMODITIES 
P: rcentag 
increase 
Commodity Unit 1437 fg46 1Q50 [Q51 1952 ov decrease 
LQ52 over IQ37 
\luminium 1,000 tons 193 775 2 26«1,510 ) =6T,STO 2,030 312 
Crude ou Million tons .. 255 350 525 595 O20 II 
Synthetic fibres r,ooo tons 530 773 1,075 [,gl5 [,700 - 105 
Cement Million tons .. SI 73 135 145 155 G2 
Steel .. -j Million tons .. 1 35 LTO [go 210 210 50 
Brown coal .. Million tons .. 254 240 350 380 380 50 
Soya beans .. Million tons . 12 14 1s 17 1s 50 
Rubber, natural 1,000 tons [,225 S50 I Soo [,QO5 [,790 15 
Rubber, syntheti 1,000 tons 5 S20 545 O25 SQ5 - 
Nickel 1,000 tons L15 [25 150 160 LO5 44 
Pig iron Million tons .. 1O5 So 1 30 [50 150 f2 
Zinc (2) 1,000 tons 1,636 [,405 2,050 2,160 2,270 39 
Tungsten 1.000 tons 10 1O 39 50 = 5 ex 
Manganese Ore 1,0co tons 0,004 3,700 5,900 7,000 7,700 27 
Copper (2 r,coo tons 2,504 2,060 3,090 3,170 2,150 23 
Mercury Tons o« “aa 5,200 4,940 5,070 5,200 22 
Wheat (3) Million bushels — 5,950 5-700 6,320 6,480 — 7,235 21 
Sugar (3 Million tons .. 30 20 36 38 36 20 
Coal Million tons... 1,207 1,220 1,450 1,520 1,500 16 
Maize (3 Million bushels — 4,980 5,205 5,100 5,295 5,610 I3 
Lead (2 ots 1.000 tons 1.607 1,150 1,525 1,770 [,.Qo0o T2 
Wool (greasy) Million Ibs. 3,550 3,790 3,925 3,045 1,100 () 
Cotton (3) Million bales. . 37 22 28 36 35 5 
Tin 1,000 tons 207 Ilo 1Q5 LQO LQO ‘ 
Coffee (3 ; .. Mullion bags .. 39 27 30 30 31 — 21 
(1) Average 1934-38. (2) Smelter production. (3) Crop years. 


than $3 billions’ worth of foodstufts that it has bought—and cannot sell— 
under its price support programmes. It is important to keep a sense of pro- 
portion about this. Unless there are considerable improvements in agricultural 
technique over the next two decades—and recent developments in the inven- 
tion of new fertilisers admittedly make that possible—it still seems likely that 
the long-term trend of food prices will be upward; social conditions leading 
to a drift from the land in countries such as Australia and Argentina and the 
likely relative increase in incomes and population in underfed countries such 
as India and China are trends that may become increasingly influential. But 
the spectre of famine and high food prices all through the twentieth century 
has probably always, like most other spectres, been little more than a figment 
ofa few feverish minds. The markets would do well to treat it accordingly. 
There are more solid grounds for expecting that the long-term trend of 
prices of industrial raw materials may be upwards in the next few decades. 
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As has been emphasized in THE BANKER before*, world manufacturing pro- 
duction has increased by more than world raw material production since pre- 
war days. In the United States, for example, industrial production is currently 
140 per cent. above the 1935-39 average. The levels of world production of 
a wide variety of important basic materials, together with their growth since 
1937, are shown in the accompanying table; production of most of them has 
increased by only between Io and 50 per cent. above the level of 1937 (but 
1937 was the best year in the 1930s). Nevertheless, the experience of the 
past two years has broadly been that the big increases in industrial production 
of the early post-war years have tapered off, while output of most basic 
materials has gone on rising. The “ gap’ between these divergent rates of 
erowth has to some extent been narrowed. 

A third important factor behind the fall in commodity prices has been the 
tendency of industrial concerns to hold lower stocks. This has owed much 
to the revival of monetary discipline in the past eighteen months in so many 
countries in the world. Swollen inventories, which were so grossly inflated 
in the immediate post-Korean boom, have been squeezed by dearer money 
and more selective criteria guiding the credit policy of the banks. Some 
marginal consumer spending has undoubtedly been cut or eliminated. Credit 
policy has induced producers to market their output more rapidly, to turn 
it into cash as quickly as possible. Dearer mone, and restrictive credit 
facilities, acting at tens of thousands of points in the world economy, have had 
the salutary and salubrious effect of accelerating the commodity circulation 
and thus of bringing down prices. And, once a disinflationary atmosphere 
began to appear, a reduced willingness to hold stocks joined hands with the 
increased difficulty of financing them. These links between monetary policy 
and price movements are all too often ignored. The improvement in Britain's 
terms of trade since 1951 has not been wholly due to good luck; some of it 
has been due to good monetary management as well. 

The decline in total stockholdings has also received some encouragement 
from the switch that has been taking place over the greater part of the world, 
but particularly in Britain, from state to private trading in commodities. The 
issue here is not merely whether private traders are more “ efficient ’’ (whatever 
that means), but that they are more amenable and sensitive to credit discipline 
than governments are. Wherever the commodity markets have been freed 
and restored to private trading, the problem of providing the necessary capital 
to hold the stocks, to ship the commodities to and from all quarters of the 
world, is one of the major issues that has had to be faced. In providing that 
working capital the banking system has had to take an additional load precisely 
at a moment when it has once more felt the lash of credit discipline. The 
transition from the Treasury bill to the commercial bill as the symbol of 
financing trade in commodities has had a most potent effect on the volume of 
stocks carried, on the rapidity of circulation of commodities in international 
trade and, therefore, on the level of primary commodity prices. 

The transition from state to private trading has also helped the downward 
movement in prices because the private trader is more sensitive to the pre- 
vailing economic climate than his counterpart in a government department. 





* See especially the articles by Dr. Ernest Stern in the issue of last May, and in the issues 
of May, 1952 and 1951. 
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WHITHER COMMODITIES ? 


The prevailing economic climate over the past two years has been unquestion- 
ably disinflationary. In this atmosphere the private trader has tended to 
delay his purchases, to live from hand to mouth, to assume that by waiting 
he would buy cheaper. As a result, the prev ailing trend has produced sharper 
falls in prices than would have occurred if this gradual transition from state 
trading to private markets had not in fact been taking place. There is also 
some reason to believe that when Governments are in control of the import of 
a particular commodity, industrialists tend to lay in greater stocks of it— 
out of fear of rationing or restriction of supplies later. This may be illogical, 
but it does seem to occur. 

Another important factor in the fall of primary commodity prices has been 
the move towards gradual elimination of the differential price structures that 
have been such a familiar facet of the co-existence of hard and soft currency 
blocs. In the elimination of these two-price systems, the lead has been taken 
by Britain. It has been done in two ways. The first of these has been through 
a less discriminatory import licensing policy. For a large number of com- 
modities consumed in Britain, import licences are now granted irrespective of 
the currency in which payment has to be made. Commodities that loom 
so large in Britain’s import bill as grains, base metals and timber, are now 
bought where they are cheapest and not where the currency of payment is 
‘softest ". This has gone far to remove the differential price structure in 
Britain and the rest of the sterling area. 

The elimination of dual prices is also being helped by the restoration to 
Britain's commodity markets of freedom to engage in international arbitrage. 
Little more than a promising start has been made in this direction and so far 
the freedom to arbitrage without restriction between various currency areas 
has been extended only to commodities such as tin, some other non-ferrous 
metals, rubber and tea, which are essentially sterling commodities and where 
therefore arbitrage can involve little danger of dollar losses. This month, 
however, arbitrage is being extended to copper; and there are hopes, admit- 
tedly only tentative ones, of eventual moves in the same direction in the case 
of grains. Gradually, therefore, a mechanism is being set up that could secure 
the final elimination of the differential prices that still exist in such commodities 
as sugar, certain types of grains and cattle feed. The experience of the past 
year has shown that without exception, where such margins have disappeared, 
it has been the higher “ soft currency ’’ price that has comhe down to the level 
of the lower “‘ hard currency ”’ price. In fact, the fall in commodity prices 
has to some extent been a reflection of the hardening of currencies outside 
the dollar bloc, with sterling leading the van and giving the example. 

The final factor behind the recent weakness of commodity prices—and 
currently it is perhaps the most important of all—has been apprehension 
about a possible American recession. This apprehension was fully discussed 
in THE BANKER last month; unfortunately it is not an entirely illogical 
apprehension at the present time. This shadow—together with the natural 
rebound from the early post-Korean excesses, the growth of food and raw 
material production, the lower level of stockholdings that has followed the 
return to monetary orthodoxy and to private trading in many countries, and 
the steady elimination of dual price structures—provides an adequate explana- 
tion of why commodity prices have fallen so steeply in the last two years. 
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What, then, for the future? It still seems logical to suppose that the 
long-term trend may be for the prices of industrial raw materials and (possibly) 
of food to rise relative to those of manufactured goods; this price trend may 
be needed, under the social conditions of to-day, to keep primary production 
rising in step with industrial production. There is also a case for thinking that, 
after the corrective action of the past two years, private stocks of industrial 
raw materials are now rather lower than is appropriate for the present state 
of full employment production; if American industrial production continues 
to stand still at its present high level (and still more if it starts to rise again) 
in the next few months, commodity prices might well start a moderate recovery. 
But exceptions to this trend might be found in the case of commodities that 
have gained considerably from strategic stockpiling in the last two years— 
and that might lose equally considerably if strategic stockpiling (especially 

America) grinds to or towards a halt. Above all, however, commodity 
prices could still have a long way to fall if ever the bottom were knocked out 
of present markets by the onset of an American slump. 


British Banks in Town and Country 


An Artist’s Sketchbook 
Geoffrey S. Fletcher 


Uk sketchbook this month turns to the Victorian age, and takes as its 
C) subject the Bolton branch of Williams Deacon's Bank built towards the 

end of the nineteenth century. In recent years, following a fashion that 
cathered strength during World War II, Victorian architecture has been > 
increasingly studied, written about, and explained—a focus of attention that 
reversed the vogue of the nineteen-thirties, when the subject was hardly con- 
sidered worthy of consideration. Much of this writing has been sentimental 
and uncritical; only rarely has it acknowledged that, generally speaking, 
Victorian architecture must appeal only as a curiosity and not for any intrinsic 
merits that architecture needs to show if it is to exist as a work of art. Yet | 
it remains true that, to a generation surrounded by packing-case architecture, , 
the work of the Victorians is attractive. 

Most of the attention given to it has been directed to the characteristics of 
the Gothic revival, which filled the dreary suburbs of London, the squares of 
Pimlico, and the towns of the North and Midlands, with Gothic surprises. 
But very little has been said about another Victorian style that combines 
many elements—though veering towards a debased classical—and is just as 
much a characteristic of nineteenth century architecture as the Gothic revival. 
This drawing of Williams Deacon’s Bank is the first in this series to illustrate 
this style, best described as hybrid Renaissance. It can be found in market 
halls—like the one in the drawing—throughout the country (there are splendid , 
ones in Chester and Wolverhampton) and in various villas on the outskirts of 
large towns. It never, however, attempted churches; Gothic, or what passed 
for it, was for them a sine gua non. This Bank, dating from the last quarter | 
of the century, is one of the best examples of this hybrid Renaissance style, ¢ 
and one whose characteristics faithfully reflect the atmosphere of a Lancashire | 
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Williams Deacon’s Bank, Bolton, Lancashire 





town growing in prosperity—even to the extent of possessing, amongst a 
profusion of columns, pediments and ornaments, an elaborate balcony window 
on the corner. The actual use of this last ornament is hardly apparent. 

It is clear from old photographs that the building has undergone compara- 
tively little alteration, except for the removal of the iron grilles that formerly 
covered the windows on the ground floor and the installation of a night safe 
under the projecting window on the corner. The chimney stacks are worth 
noting, having a mixed ancestry from Italian palaces and the clubs of Pall Mall. 
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The Return to Bill Dealing 


enjoyed fair winds and smooth sailing, much more favourable conditions 
than many people thought likely when the last of these surveys appeared 
in THE BANKER.* At that time the market was still smarting from the buffeting 


Lire London discount market during these past twelve months has 


caused by the “new” monetary policy and the 4 per cent. Bank rate, a- 


buffeting that seemed to have drained away most of the special inner reserves 
set aside during the years of easy profits from bond-dealing. It had, moreover, 
just seen the prices of short bonds, in common with other gilt-edged securities, 
fall to new low points (at mid-summer, 1952); and it could not feel sure that 
the uncertainties about the trend of the national economy, which provoked 
that collapse, would not require yet another rise in Bank rate. The running 
margins of gross profit from its bill business, once the loss on “ old ”’ bills had 
been worked off, were by far the best it had known for many years; and a 
substantial margin could also then be secured on any new purchases of bonds. 
But the discount houses were well aware that these unaccustomed margins 
represented payment for equally unaccustomed risks—risks that most people, 
after twenty years of almost stabilized rates and increasingly standardized 
small margins, felt ill-qualified to assess. Reflecting these apprehensions in 
the market, our last year’s article concluded that “ a steady run in conditions 
such as these would buttress the market's finances very substantially; but, 
if it is to be free from anxiety, it needs time to do this re-building before it is 
faced with a new shock ”. 

In the event, circumstances have favoured Lombard Street. It has had 
its “‘ steady run ’’, indeed a very good run. The optimists who had hoped for 
an early reduction in Bank rate have been disappointed; but it is questionable 
whether their businesses as a whole would have fared much better—if any 
better—even if Bank rate had been reduced in this past year. From Lombard 
Street's point of view, last year’s hopes of a lower Bank rate were related 
principally to the problem of the depreciation shown on short bond portfolios. 
But in fact there has been a very strong recovery in short bonds despite the 
persistence of the 4 per cent. Bank rate. This recovery has, indeed, been by 
far the most striking feature of the year’s experience. It has not, of course, 
carried prices all the way back to the levels ruling when Bank rate last stood 
at 2} per cent.; but, as Table IV shows, it has been fully sufficient to allay 
the fears that tormented some houses at this time last year. On the other 
hand, though the yield basis for bonds has been dramatically transformed, 
the rate for Treasury bills has been approximately maintained, with only a 
slight sagging tendency, so that the market throughout the year has enjoyed 
a running margin almost as wide as that ruling at mid-1952—which it certainly 
would not have done if Bank rate had come down. The one regrettable feature 
of the year, perhaps, is the steep contraction of the supply of commercial 
paper from the very large figures reached in the post-Korea commodity boom. 
Some market houses continue to complain about this, and especially about 


———$———— 











* “Transformation in Lombard Street’’, in the issue of August, 1952. 
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the rate policy that has accentuated it; but any resultant loss of revenue for 
Lombard Street has been much more than made good by the yield from 
Treasury bills, despite the much lower rates and smaller margins that obtain 
for these. 

Moreover, though the good return from Treasury bills has lately attracted 
a substantial volume of ‘‘ outside’ competition at the weekly tenders, the 
market’s Treasury bill turnover for the year as a whole has made good the 
ereater part of the decline caused in the previous year by the first special 
funding operation. Most of this improvement occurred, however, during the 
second half of 1952. .As will be seen from the estimates set out in Table VI, 
the market's aggregate take-up at the tenders reached almost £2,000 millions 
in the thirteen weeks before the second funding operation, or not far short of 
the peak quarterly figure attained at the end “of 1949. For the full twelve 
months to end-June last the quarterly average was £1,780 millions, an increase 
of nearly 13 per cent. on 1951-52, though still some 5 per cent. below the 
average for 1950-51. This latest annual turnover, it is interesting to note, Is 
rather more than ten times the pre-war turnover. 

The upshot of these favourable conditions for bill dealing has been a very 
striking reorientation of the market’s attitude. For almost twenty years 
before the change in monetary policy, it had been apparent that it was only 
by reason of Lombard Street’s increasing participation in the short bond market 
that it was able to continue in being as a discount market. Though the supply 
of Treasury bills steadily expanded. the profit margins were infinitesimal, and 
aggregate profits from bill business often cov ered only a fraction of the 
market’s working costs. Even at best, the ‘‘ bread-and-butter ” earnings 
came from bills; the jam, and the dividends, came from bonds. Now this 
relationship, which most people expected to endure indefinitely (provided 
that the bond opportunities were available to keep the market going at all), 
has been dramatically changed. So far as running margins are concerned, the 
market's good year is attributable almost wholly to its bill dealing. As the 
Union Discount recorded last January, when the change in emphasis had still 
a long way to go, the calendar year 1952 was the first for many years in which 
a ‘‘ principal part " of its income had come from the traditional business. 

This change is not, of course, solely the consequence of the good margins 
from bills; it is also, and in one sense mainly, a consequence of the steep rise 
in bond prices. As Table V shows, these have now reached the point at which 
even a three-year bond offers a gross redemption yield only moderately larger 
than the return from a three-months Treasury bill, and a good deal less than 
is returned by a three-months bank bill. More important still, the yield from 
even such a bond (which is the longest that is appropriate for a discount 
house) is only a fraction above the clearing banks’ charge for short money 
on bond collateral (23 per cent.). Most of the market’s bond money, it is true, 
comes from outside lenders, whose basic charge is 2} per cent.; but the 
running margin this affords is now generally regarded as quite insufficient to 
justify the risks involved in bond-dealing—risks that of course look much 
larger in this age of so-called “‘ flexible ’’’ monetary policy than they formerly 
did. The margins are necessarily smallest on the shortest bonds, a circum- 
Stance that, in conjunction with the more favourable view of the trend of bond 
prices, has probably led the market to lengthen somewhat the average life of 
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its bond portfolios. But this is not the remedy for the inadequacy of returns 
from bond-dealing; for, even if the returns from the longest bonds were 
attractive, after its experience in the past two vears the market would not care 
to run the risks involved in carrying much of its cargo far from the shore. 
The general view now, therefore, is that bonds scarcely earn their keep. 
Accordingly, there has lately been a tendency to lighten portfolios, which, as 
last year’s survey showed, had been substantially increased again after the 
precautionary reduction that preceded and resulted from the change in 
monetary policy. This tendency, however, has probably not been uniformly 
spread among the several discount houses; and, indeed, the big houses who 
perform a jobbing function in the fullest sense may not find it easy to reduce 
bond portfolios as a deliberate act of policy. The size and structure of their 
books, which probably fluctuate more than those of the smaller houses, will be 
substantially influenced by the varying needs of the stock exchange, behind 
which the Lombard Street “‘ jobbers ”’ stand, and of their own direct customers. 





























TABLE I 
LONDON DISCOUNT HOUSES—COMBINED BALANCE SHEET, 1950-53* 
1950-51 1951-52 1952-53 | 
Capital Capital Capital 
fmns. Multiplier {¢mns. Multiplier fmns. Multiplier 

Published Capital Resources .. $04 oa 28.0 —- 28.5 — 
Bills © ” ma - 742.5 27.0 629.6 22.5 701.9 24.6 
Bonds .. . is va 311.1 II.3 293.5 10.5 280.3 9.8 
Total Portfolio .. ut —- 05a.6 38 .3 923.1 33.0 982.2 34-4 
Re-discounts.. - ‘s 102.0 2.97 121.5 4.3 57.0 2.0 
Loans and Deposits... .- 4038.7 37.8 910.9 32.5 965.8 33.8 


* Nine houses, i.e., excluding Ryders Discount Co., Ltd., Seccombe, Marshall & Campion, 
Ltd., and Clive Discount Co., Ltd., no accounts for which are published. Balance sheet dates 
for the nine companies range in each period from September 30 (for Allen, Harvey & Ross, Ltd.) 
to the following April 30 (for King & Shaxson, Ltd.). 

But if the movements of portfolios do not always tell a consistent story, 
the market’s new-found indifference to its bond business has been very clearly 
demonstrated recently in quite another way—in its attitude to the recent 
conversion operations. So long as business in bonds contributed the lion's 
share of market revenues, a persistent anxiety for the discount houses was the 
uncertainty about the future supply of eligible bonds. As each maturity date 
approached, there was concern lest the disappearing shortest bond should be 
replaced by a true funding stock, or by one only just within the market’s reach. 
Ever since the shock of the gilt-edged slump of 1949, the market had been 
acutely aware of the dangers of not carrying a substantial part of its port- 
folios in the very shortest stocks; and if the supply of these were to diminish, 
this meant that portfolios had to shrink too—and, with them, probably a 
significant slice of market revenues. 

Such was the prevalent attitude only a short while ago; an attitude that 
could still be observed in some degree even so recently as last February, when 
market circles were voicing disappointment at the choice of a 1960 date for 
the {100 millions issue of 3 per cent. Exchequer stock issued on March I (in 
effect to finance the bulk of the unconverted residuum of 23 per cent. War 
Bonds, 1951-53, that matured on that day). The issue of a second £100 millions 
tranche of that stock in June, however, left market opinion quite unmoved— 
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except for its surprise at the omission to couple with this operation a forthright 
assault upon the £810 millions of 23 per cent. War Bonds, 1952-54, due on 
March I next (not ‘to mention the f£ 577 millions of Serial Funding stock due in 
mid-November). But when the omission was partially made good last month 
—by a “straight ’’ conversion offer of 1954-56 bonds for the 1952-54s—the 
discount houses expressed complete indifference to the fact that the replace- 
ment stock 1s a true money market security (with a maximum life now just a 
fortnight over three years). If these protestations can be taken at face value, 
the houses have preferred to “run” most of their 1952-54s—and to take a 
chance upon the possibility that the next replacement stock may be too long 
for them. It remains to note, however, that this aloof attitude is perhaps not 
wholly due to the meagreness of bond yields; it may owe something to the 
expansion of the total supply of short bonds through the “‘ funding ” operations 
applied to Treasury bills as a means of checking the growth of the liquidity 


TABLE II 
PUBLIC DISCOUNT COMPANIES IN ORDER OF SIZE, 1952-53* 
({mns. 
Published Invest- Total 
Capital ments Bills Portfoho 

Resources 
Union Discount Co. of London, Ltd. (31/72/52)... 8.687 65.37 203.73 269.10 
National Discount Co., Ltd. (37/12/52) 5.635 67.80 115.14 182.94 
Alexanders Discount Co., Ltd. (37/12/52) 4.142 52.42 80.00 132.42 
Cater, Brightwen & Co., Ltd. (5/4/53) 2.668 20.6¢ 76.26 960.87 
Gillett Bros. Discount Co., Ltd. (31/12/53) 2.009 22.46 52.30 74.76 
Smith, St. Aubyn & Co., Ltd. (37/3/53) 1.558 15.05 59.75 75.40 
Jessel, Toynbee & Co., Ltd. (32/3/53) 1.378 14.11 43.71 57.82 
Allen, Harvey & Ross, Ltd. (30/9/52) 1.269 12.23 38. 36 50.59 
King & Shaxson, Ltd. (30/4/53) rer 9.69 32.68 42.37 


* Balance sheet dates, ranging from September 30, 1952, to April 30, 1953, are indicated 
in parentheses. 


ratios of the banks. This technique last autumn added further slices of one, 
two and three year bonds, by a principle of replacement now being dubbed 
“ leap-frogging "’; and many people expect it to be an annual event so long 
as the “ flexible "’ monetary policy endures. Some of these bonds, notably 
the 1955 issue, which has a 3 per cent. coupon, are now figuring significantly 
in market portfolios. 

* 

These salient trends of the past twelve months in Lombard Street cannot, 
unfortunately, all be demonstrated from the latest available accounts of the 
nine discount houses that are public companies (the remaining three houses, 
being private companies, still do not publish accounts). The composite balance 
sheet that has been set out vear by year in this series of articles is formed by 
aggregating the figures of the nine houses; and although it covers the narrowest 
possible ‘‘ spread ”’ of accounting dates, the range still extends to seven months 
—from end-September to the following end-April. The latest account for the 
notional year 1952-53 therefore embraces at one extreme the twelve months’ 
trading beginning on October 1, IQ5I (the latest accounts of Allen, Harvey & 
Ross, which thus spanned both increases in Bank rate) and at the other extreme 
the twelve months’ trading ended on April 30 last (the latest accounts of King 
& Shaxson, which, like those of three ties companies, were wholly covered 
by the period of the 4 per cent. Bank rate). Because of the big changes in 
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monetary conditions during the span of these several accounts, the notional 
balance sheet this year, like last year, gives only a poor indication of the 
trends of aggregate portfolios between the notional dates. 

The comparison shown in Table I, which sets out the aggregation for the 
three latest vears, is therefore subject to some important qualifications. The 
aggregate bond portfolio, it will be seen, was £250 millions for the latest batch 
of accounts, compared with #294 millions for 1951-52 and a record total 


TABLE III 
MONEY AND BILL RATES, 1030-52 
Nov., Oct.., July, Nov. 0, Mar.14, July 16, July 17, 
LQ39 1945 IQ51 IQ51 1952 1952 1953 
Bank of kngland: 
Bank ae 2 2 2 2} | 4 4 
-day loans against 
Treasury bills .. — — 2 33 33 3h 
Discount Rates: 
Bank Bills, 3 Mths. 1 -—-1 % 45 I I. 3 3 3 
foes IP —-ly 16 lis Ls 34 34 34 
7 a eae 1 3 1} 1? 33 33 34 
Trade Bills, 3 Mths.  2$—-3 i—1$ r7—2 21-—3 15 4-—5 4-—5 
fons. 2f-3 Ij —T3 2-23 23-3 44-5 44-5 4-5 
6 3-32 «T3230 23-33 4 $3-—5 13—5 43-—5 


Treasury Bills: 
End-month tender* 23 11.46d. 10'1.60d. 10, 2.56d. 17 2.90d. 46 3.04d. 40/3.88d. 47, 3.60d. 
Clearing Banks Buying 
Rate from Market: 


Bank Bills .. .. I } § 1} 2 23 23 
| Treasury Bills? _ J ; 2} 23—$ 2% 
Clearing Banks’ Call 
Monev. 
orc : >. . >. . , 4 > - > >] 
Against Bank Bills — | ; Lj it ! 24 
rreasury Bills f s 5 ; 2 2 2 
Bonds — tj ; ; i} 2h7 24 24 
Clearin g Banks 
De posit Rate: I 5 { > 2 2 
* Average rate at month-end tender, except where specific date shown. 
+ Fluctuating rates, except between November, 1939, and November 7, 1951. 
+ Both these rates were raised to 2} on March 12, but lowered on the following day. 
£311 millions for 1950-51. If a roughly proportionate addition were made to 


these figures to allow for the holdings of the private companies, the market's 
total portfolio for the notional dates would be just over £300 millions for 
1952-53, compared with £320 millions for 1951-52 and nearly £350 millions 
for 1950-51. But, whereas a year the market's actual portfolio at midsummer 
probably did not differ much from the total derived from the spread balance 
sheet dates of 1951-52, this year’s aggregation certainly exceeds the present 
actual holding. That may now be guessed at not more than £275 millions, for 
the market as a whole. 

The comparison of bill portfolios shown in Table I requires even more 
substantial adjustment. The decline in the aggregate bill portfolio in 1951-52, 
from the record figure of £743 millions in. 1950-51 to £630 millions, reflected 
the impact of the first special funding operation upon companies whose 
accounts were made up early in the period. If these published figures are 
likewise augmented by estimates for the private companies, the aperegates 
for the whole market t (at the notional dates) would be about £850 millions for 


1950-51 and £725 millions for 1951-52; but, as last year’s article noted, the 
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re-expansion of the Treasury bill supply soon after the first funding operation 
of end-1951 made good a large part of this contraction, so that by the middle 
of 1952 the market's total bill portfolio was probably again over 4800 millions, 
despite the steep contraction of the supply of commercial paper. 

An opposite adjustment has to be applied to the latest figures if a fair 
comparison is to be made. The actual aggregation of the nine 1952-53 balance 


TABLE IV 
MONEY MARKET SHORT BONDS, ro5r-s 
Net Prices 
IQ5lI 195 I953 
End- 
High Low IQ5I High Low ) {izh Low July 2 
13°, Ser. Fdg. 1953 .a 994} 100 97 yds 093 99% 992 
I -/5- I 3/ 3/ 5- “3/7/53 31/53 
+1 Tot \ r £7. r ; ‘ 13 t na 3 nr .] a02 . 
24% Nat. War, 1952 2) ae rOT, I 6 99 IO00#; Was do [00 OG 1ot 
IS/1/ 51 pL/I2)51 £/2/ 52 20/0, 5 B71 53 2/3/53 
13°, Ser. Fdg., 1954 , 99 99h 904 Gr, 99 Ps Odo 994 
II/I/ 52 =9/ 5/52 [4/7/53 a; 2153 
2} Exchequer, 1955 [O24 993 994 994 g6$ 37 99% gdsk 99 ¥3 
Ig/2/51 gr/r2/51 10/1/52 3/71 $2 “3/7/53 2/2/53 
3°. Ser. Fdg., 1955 “< : roo} IOI 100}5 100 §4 
3 7153 2/ Ti §$.3 
24°, Nat. War, 1954-56 .. 103! 99168 99 %6 994 18 5 ts yO 3h 938i 99 33 
rr/ro’st gr/r2/5r Ir4%/§2 31 7/ §2 2 3/7/§3 8/7/53 
TABLE V 
MONEY MARKET SHORT BONDS. 1951-52 
Gross Redemption Ytelds* 
[Q51 1952 1953 
Hizh Low End-195! Hizh Low End-1952 Hizh Low July 23 
7) 0 oO o 0 ) ) 8) o 
4 os. d. f s. d. . Ba d. fa. & oe d. ‘ 5 . 1. ‘s @&. £ s. d 
13°, Ser. Fgd., 1953 I rS § 3 12 ¢ I r5 Oo 4 tr 2 8 Oo 210 & 
24% Nat. War, 1952-54 211 9 116 2 211 Q 3 84 «62 29 © 2881 7 It 29 12.2908 
13°, Ser. Fdg., 1954 s 2 , B F a a 223 th 21 [ 27 9 2 8 6 
2$°, Exchequer, 1955 2 &% 3 fae. 3 2 8 3 > 32 4 2 51! 2 ty § 7 3 - 9 4 a 
% Ser. Fdg., 1955 : > 19 2 2r 8 2 10 II 235 2 
24°, Nat. War, 1954-56 2 I2 Oo Ii § 212 Oo 3 12 9 210 7 ; a7. 7 217 3 210 2 210 2 


* Yields on the National War Bonds are shown to the latest redeniption dates 


sheets shows a bill portfolio of £702 millions, or Ir per cent. more than the 
similar aggregate for 1951-52; and a proportionate addition to allow for the 
private companies would bring the total portfolio for the latest notional period 
to well over {800 millions—apparently much the same as the estimated total 
for the middle of 1952. But these aggregated figures are heavily weighted by 
the very heavy allotments of bills to the market in the second half of 1952, 
and were affected hardly at all by the quite recent adverse effects of strong 
outside competition at the tenders. The bill portfolios of the “ Big Three ’ 
companies, all of which make up their accounts on December 31 and which 
together held 57 per cent. of the 1952-53 aggregate for the nine houses, rose 
by £56 millions in the calendar year 1952. There is little doubt that their 
holdings are somewhat smaller now than at the year-end. In the circum- 
stances, the present bill holdings of the whole market may be guessed at rather 
less than the notional figures might suggest, and also at less than at this time 
last year—at under, rather than over, £780 millions. The Treasury bill port- 
folio alone, however, is probably somewhat higher. 

In commercial bills, of course, there has been a very severe contraction. 
Unfortunately, the discount houses have not yet followed the example of the 
banks, and do not segregate their commercial paper from Treasury bills in 
their published accounts. And, since at present high rates there is a greater 
inducement to retain these bills in portfolio, the comparison of re-discounts 
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may somewhat overstate the decline in the volume of paper reaching the 
market. For the nine houses, the aggregated figures of re-discounts, which 
soared to a record of £121 millions for 1951-52, slumped to only £57 millions 


TABLE VI 
MARKET TURNOVER OF TREASURY BILLS * 
Total Market Allotment Market's 
\lotted Actual °, of Total Weekly Average 
émn. émn. Allotments émn. 
1935-397 455 167 37 I 3 
1945 - I 1430 442 e84 34 
I] 1620 |. 560 ) 35.0 ae 43 a 
,EHO 3 > »? a 2 P ie j 
IT] 1090 582 ( 7302 34.5 (9 45 ( 4 
IV 1820 872 47.9. 07 | 
1940 + I 1760 534 47.4 O4 
I] 1930 S50 44.0 60 | 
II] 1960 ( 790° 776 | 3454 39.6 | 44-3 60 ( °° 
lV 2150 985 45.8 76 | 
1947... I 2185 1050 48.4 SI 
I] 2180 959 44.0 | 74 
S805 97 4n77 - 7 oe 
IT] 2200 ( °°“) 1092 pares s 49.5 ( 4/°4 Se ies 
IV »240 1070 | 47.8 82 
ise / e / : ‘ 
1948... I 2160 | 1073 49.5 83 
II 2210 1025 | 40.4 , 79 | 
Ss ) 257 ) Ss > S2 
II] 2210 ( 993° 1063 ( 4757 @.4(?* 82 (‘ 
IV 2250 1096 | 48.5) 83 J 
1949... I 2210 1114 ) 50.4 ) 85 
I] 2210 993 | 45.0 76 | 
) - > Ze . -=- > . 8 
III s600 ( 08° 1473 ( 9°33 56.6 ( 29°? nar’ 
IV 2990 2051 63.6 1538 |) 
1950... c. 2910 1940. 66.7 | 149 © 
3120 1944 02.31, 149 |_| 
II] 3270 ( *<49°9 1946 ( 7°51 59.5 { "3° 150 ( t5! 
IV 3190 2021. 63.5. 155. 
1951 is . 3190 1842 “7.7 142 
3220 1705 52.9 131 | 
2,26 Lam (Geez 55.¢ 3 131 
III saan ( **ee" wep fre 56.1 ( 29°” 140 ( 13 
I\ 2630 1463 _ 55-0. 113_ 
1952 7 I 2380 1281 53.8 99 | 
I] -QG10 1755 60.4 135 | 
- \ & . 47s S 87 i _ ¢ J. . > 
HI 3120, 11.4%¢ 1988 ( °879 < oe 153 ( *9* 
IV 3070 1855 60.4 143, 
tt I 2830 1508 55-4 121 
I] 3170 1722 54.3 132 


* Estimates between 1939 and the third quarter of 1949 based on assumption that market 
tenders just cover total offered; thereafter special estimates have been prepared by THE BANKER 
(now partially revised). Periods relate to dates of tenders, not of payments, for bills. The first 
of each pair of columns gives quarterly figures, the second gives annual. 

+ Quarterly average of twelve months to August 25, 1939. 


in the accounts for 1952-53. The National Discount reported that its pur- 
chases of commercial paper dropped by 34 per cent. in the calendar year 1952; 
Gillett Brothers reported a decline of 45 per cent. in the vear to end-January; 
whilst Jessel, Toynbee disclosed a fall in its commercial portfolio including 
re-discounts by 41 per cent. in the year to end-March—a period which, to 
judge from the monthly figures of the clearing banks, roughly covered the 
whole phase of shrinkage from the large volume produced at the height of the 
effects of the commodity boom. The contraction reflects not only the subse- 
quent collapse of commodity prices but also the stringent import restrictions 
imposed in 1951-52 throughout the sterling area and in some other countries; 
the violent contraction of the Australian import trade has been an especially 
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important influence upon the supply of export bills, and the commitments of 
London acceptance houses have sharply declined. 

The discount market has felt the full impact of these tendencies, for the 
high return now offered by commercial paper has led many of the supplying 
overseas banks to retain a larger proportion in their own portfolios; and the 
discount market, in its turn, tries to restrict its re-sales to the home banks— 
but some of these have devised levers of their own, when money 1s tight, for 
prising this paper out of Lombard Street. The clearing banks, in any case, 
seem lately to have been deriving some compensation for this difficulty of 
obtaining commercial bills. At the pegged rate of 3 per cent. at which both 
the market and the banks discount three months fine bank bills, first-rank 
commercial borrowers are finding that they can borrow as cheaply, and some- 

TABLE VII 


ACCEPTORS OF COMMERCIAL BILLS 
(Percentage Distribution of Jessel, Tovnbee’s Portfolio at March 31) 














Accepted by: 1950 1951 1952 1953 
Fifteen Acceptance Houses _.. “i vo  Meez 56.2 56.7 70.8 
Clearing Banks and Scottish Banks .. s 2.9 4.8 5.7 8.4 
Miscellaneous - i 7 a ‘% 6.6 0.5 tha? 5.0 
English Banks owned abroad .. ba -_ 6.7 5-7 2.4 2.9 
Agencies of United States Banks 2.6 2.0 3.4 1.8 
Other Foreign Agencies 4.5 7% 3-4 5.2 
Trade Acceptances 2.1 3.6 4.4 2.6 
Dominion Banks.. a = an id 10.3 13.9 $3.3 2.9 

100.0 100.0 100.0 100.0 
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times a shade more cheaply, by bank overdraft—at least when they allow for 
the fact that by the latter method they pay only for what they actually draw. 
There has lately been a notable diminution, therefore, in the use of bills for 
those classes of transaction, such as certain types of stock-financing, for which 
the two methods of finance have in recent years come to be regarded as alter- 
natives. In many of these instances, however, it was always debatable, on 
purist grounds, whether bill finance was really appropriate. 

This special source of pressure on the bill supply has naturally displeased 
the more enthusiastic of the market’s campaigners for the commercial bill. 
There have been loud protests that the commercial bill rate is far out of line 
with the Treasury bill rate, which pivots around 23 per cent. The disparity 
is undeniable; but the remedy, if remedy there should be, is not to move 
the commercial rate from a high peg to a lower one. It should be for the 
authorities to allow the commercial rate to go free, and then to apply the 
weapon of pressure on the money supply, and of other open-market tactics, 
to prevent any excessive fall—and especially any consequential weakening of 
other rates. But this could hardly be done without levering up the Treasury 
bill rate to some extent; and, obviously, the authorities’ sponsorship of the 
high pegged rate for commercial bills (like their exhortation to the banks in 
Ig51-52 to raise advances rates), is specifically designed to secure a given 
degree of monetary restraint on the private sector for the minimum increase 
in the cost of Treasury borrowings on floating debt. This is admittedly a poor 
derhonstration of faith in “‘ flexible ’’ money, and it unwisely gives encourage- 
ment to Mr. Gaitskell and his friends in their advocacy of a much more extreme 
system of differential rates; but, so long as the overt exception to the 
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flexible principle concerns only the commercial bill (the supply of which is small 
beside the total of either Treasury bills or bank advances), the authorities 
are not likely to alter their attitude fundamentally merely because it dis- 
pleases some members of the discount and acceptance markets. 

There remains to glance at the profit experience as shown by the individual 
accounts. These, as might be expected, fall into three well-defined groups 
according to the relationship of the accounting years to the changes in Bank 
rate. In the first group is Allen, Harvey and Ross, the only house whose 
latest completed accounting vear spanned both Bank rate changes; inevitably, 
therefore, it is the only house in the latest batch of accounts to show a really 
sharp fall in profits—from {£89,600 to £55,500 in net profit. But depreciation 
was fully covered from inner reserves, and the impact of the Bank rate changes 
was stated to have been “ less than expected "’. In the second group are the 
‘“ Big Three ’’ companies and Gillett Brothers, all of whose accounts embraced 
the second increase in Bank rate; in this group only Alexanders showed an 
increase in published profit, but the declines shown by the Union and the 
National were tiny whilst Gillett’s did not exceed 15 per cent. In the third 
group, the four companies that had faced both increases in Bank rate in their 
previous accounting period, all showed increased profits. Indeed, all except 
Cater, Brightwen, which follows a policy of rigid stabilization of published 
profits, showed very substantial increases, and one company, King & Shaxson, 
raised its dividend from 10 to 124 per cent. The dividends of the other eight 
companies were unchanged. 

The accounts of discount companies, however, do not tell the full story. 
More important than the published profits figures was the indication given by 
several companies that the improvement in working condittons during the year, 
and especially the strong recovery in short bond values, had enabled them to 
replace, or substantially replace, the inner reserves absorbed at the time of 
the increase in Bank rate. There is little doubt that this rebuilding process, 
which was still only partially attained at the accounting dates of most com- 
panies that reported early in the period, has now been completed throughout 
the market. Hence the estimate of the “ true "’ capital resources of the twelve 
houses, which in last vear’s article was reduced from £37-38 millions for mid- 
1951 to 433-34 millions for mid-1952, can now be put back to approximately 
the level of two years ago. This means that the ratio of true capital to port- 
folios is higher now than it has been for some considerable time. In particular, 
the bond portfolio is now probably not much more than 7} times the true capital 
compared with perhaps 95 times twelve months ago. The similar multiplier 
for the whole portfolio would be around 28 times, compared with 313 times 
last year and 323 two years ago. 

In short, the market is technically in a strong position; although not fully 
extended by the liberal standards of recent years, it is enjoying good 
profits and has recovered from the stresses of 1951-52. But it is well aware 
that these favourable conditions may be only temporary. They could be 
shaken by a change in monetary policy in either direction—obviously by any 
increase in Bank rate, but probably also by a reduction, because the big 
recovery in short bond prices has already taken place and because the good 
running margins from Treasury bills would be likely to be narrowed down. 


W.T.C.K. 
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Western Germany’s Defence 


Contribution 


By a Special Correspondent 


This well-informed article is presented not only for its storv of how Germany's 
defence contribution (to be made after ratification of the E.D.C. Treaty) has been 
thrashed out, but also for the light it throws upon that much-discussed but obscure 
exercise of the Nato powers known as “ burden-sharing ’’. 

Cynical readers may find interest, too, in this evidence of what mountainous effort 
by the battalions of international committee-men proceeds unsung behind the scenes 
—and how often the fruits of so much stress vanish unwept into oblivion.—Eb. 


accepted in September, 1950; and for the past three years, Germany and 

its “‘ occupying powers ''—the United States, Britain and France—have 
been engaged in discussions and negotiations designed to translate the principle 
into the reality. Throughout all negotiations, two distinct issues have naturally 
emerged : the size of the German defence contribution, and the form it should 
take. On both issues the stands taken by Germany on the one side and the 
Western powers on the other have diverged considerably. It was, indeed, 
agreed at an early stage that the German contribution should take the form 
of participation in the proposed six-nation European Defence Community. 
But the Alhes maintained that the German payments towards the expenses 
of Alhed troops in Germany (‘Allied support costs '’) should still continue, 
albeit at a lower level; whilst the Germans have held that once they provide 
contingents to the European army, payment on behalf of the Allied forces 
should cease. The whole issue has been strongly influenced by political con- 
siderations—in particular, the German attitude owes much to obsession with 
the stigma of ‘‘ occupation ”’. 

The negotiations have not, of course, been concerned only with the question 
of how much of the German defence contribution should comprise the provision 
of the German E.D.C. contingents and how much should be paid to Allied 
Governments as Allied support costs; they have also attempted to decide 
upon a total contribution that is both within Germany's economic capacity 
and comparable as a burden on its economy with the defence efforts of other 
western powers. In this “‘ burden-sharing exercise ’ sense, the negotiations 
have followed the example provided by the methods and principles of the 
North Atlantic Treaty Organization. Indeed, although Germany is (for 
strictly political reasons) not a member of Nato, the German case has in fact 
probably provided a clearer case of the ‘“‘ Nato technique ”’ than any that has 
come up within the Organization itself. 

The negotiations that have taken place on the German contribution are 


cr principle of West German participation in Western re-armament was 


‘interesting as a case-study of this new technique, whilst the agreements that 


have emerged have a specific practical interest—since a substantial change in 
the German contribution to Allied support costs would directly affect Britain’s 
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financial obligations for overseas military expenditure. As will be seen from 
the figures given later in this article, the coming into force of the agreements 
would involve a substantial switch, from the German to the British Govern- 
ment, in the incidence of expenditure on troops and installations in Germany. 
Most of the additional charge upon Britain would, of course, be concentrated 
in D-marks and would thus correspondingly weaken the British balance of 
payments. The extra burden should not, however, be exaggerated. Now that 
the basic installations for the supply bases in Germany have nearly all been 
built, an important element of expenditure has disappeared; and as the 
German forces grow in size, so should the need for Allied forces in Germany 
diminish. And in any case—and this is an important point to remember 
throughout this article—the whole question will arise only when and if the 
E.D.C. is ratified. Until then the German contribution consists solely of a 
monthly payment of Dm. 600 millions for Allied support costs (of which about 
Dm. 200 millions goes to Britain). This article will, therefore, look at the intricate 
story of the German defence contribution mainly for the light it throws on 
‘“ burden-sharing ” in practice. 


THE THREE WISE MEN'S ASSESSMENT 

[t is difficult to give a clear definition of this Nato technique of ** burden- 
sharing’. There is no rigid mathematical formula for fixing the defence 
contribution of individual countries or for establishing comparability between 
them. Both the national Nato delegations and the international staft of the 
organization have learnt by experience, and they simply do not believe in 
the possibility of using hard and fast rules of a purely statistical character. 
Nato is not, of course, opposed to reasoning from statistical criteria such as 
the ratio of a country’s total defence expenditure to its gross national product; 
but such data do not exercise any decisive influence on its judgments, which 
also take account of “ qualitative "’ factors—political and social considerations, 
differences in economic structure, in rates of economic growth, and in the 
impact of the defence effort on the particular economy. Where the nations 
are as economically and socially diverse as the United States and Greece, 
Britain and Italy, these qualifications of the purely statistical assessment are 
of evident importance. They also allow each country to feel that its case has 
been studied on its own merits. 

The first attempt to arrive at a figure for the total German defence 
contribution (under this technique) was made by the Nato committee 
consisting of Sir Edwin Plowden, Mr. Averell Harriman and M. Jean Monnet 
(immediately christened the “‘ Three Wise Men ’’), set up in Paris in the autumn 
of 1951. Their report was submitted to the Nato council at Lisbon in February, 
1952*; it was a direct application of the principle of “‘ reconciliation and 
burden sharing ’’ that the committee had devised for assessing the defence 
efforts of the Nato countries. This principle governed all the subsequent 
agreements covering the German contribution; it was formally incorporated 
in the E.D.C. treaty and in the Bonn Financial Convention (which laid down 
the contribution that Germany would have made in the year to June 30 last 
if the E.D.C. had been ratified before then). Article three of this Convention 
states that for the period after June 30, 1953, ‘‘ the defence contribution of 








* Report by the Members of the Executive Bureau of the Temporary Council Committee 
of Nato on Germany’s contribution to defence, 1952-53. 
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the Federal Republic shall be established under principles and procedures 
corresponding to those applicable to the establishment of defence expenditures 
of member countries of Nato ’’, and also that the Federal Republic undertakes 
to make a continuing annual contribution to the costs of defence representing 
“a use of German national resources which, under the criteria of Nato, is 
comparable {to that of] other principal western countries’. Again, the ad 
hoc committee that laid down the German contribution for 1953-54 related its 
assessments directly to the Nato annual review for 1952 (which was concerned 
with member countries’ defence goals for the calendar years 1953 and 1954). 

The “ Three Wise Men’s ” report is still one of the best examples of the 
way in which Nato arrives at such judgments. Confronted with a German 
offer of Dm. 10,800 millions* for 1952-53, the committee considered this in the 
light of the recent development and prospects of the German economy. Its 
attention had been drawn primarily to the rapid growth of production; since 
1948 output in real terms had risen by an annual average of 16 per cent. The 
currency reform had been a success, and the internal financial situation was 
favourable; the balance of payments was in good shape; the need for foreign 
support had substantially declined. On the other hand, the committee observed 
that the German economy was saddled with some special burdens, of which 
the refugee influx, the vital needs of reconstruction and the support of Berlin 
were the most important. but its report also noted, as a potential asset, the 
existence of considerable unemployed resources on which defence expenditures 
might have a stimulating effect without endangering internal financial stability. 
The report concluded that Germany’s forecast of its gross national product for 
1952-53, then put at 5 per cent. above 1951-52, was excessively conservative 
(in the event, provisional figures show that the actual increase in this period 
seems to have been certainly over 7—and may have been as high as 10—per 
cent.). 

By such tests of German economic capacity, considered in relation to the 
contributions and capacities of Nato countries, the ““ Three Wise Men ”’ finally 
arrived at a figure of Dm. 11,250 millions (at October, 1951, prices) for the 
Federal Republic’s total contribution for the year to end-June last. This 
would still have entailed a German defence burden smaller than that of its 
major partners in western defence. Even on the basis of the conserva- 
tive German estimates, the percentage of the national product taken up by 
defence expenditure would have been only 10.5 per cent. in Germany—com- 
pared with 17.6 per cent. in the United States, 12.8 per cent. in Britain and 
II.0 per cent. in France. 





THE ABORTIVE CONVENTION OF 1952 

The translation of the “‘ Three Wise Men’s ” report into a practical agree- 
ment and the apportionment of the Dm. 11,250 millions between a net contri- 
bution to E.D.C. (represented by the cost of the German contingents), payment 
of Allied support costs, and “ other ’”’ defence expenditures were left to subse- 
quent negotiations on the political level. In fact the practical value of the 
work of the ‘“‘ Three Wise Men ”’ was limited by their obligation to make their 
recommendations in terms of Nato definitions of defence expenditures—defini- 








*Since Dm. 11.76 = £1, this Dm. 10,800 millions was equal to approximately {918 millions; 
readers may find it helpful to. keep this.conversion factor in mind for rough assessment of the 
sterling equivalent of other figures quoted. in. Deutschmarks in this article. 
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tions adopted to ensure comparability as between Nato members. Items in 
defence budgets that do not fall within these definitions—the so-called “‘ other ”’ 
defence expenditures—do not play a part in statistical comparisons of burdens, 
though they are never lost sight of when Nato assesses a country’s defence- 
effort capacity. 

The problem in the case of Western Germany appeared to be: that the 
Federal budget included, under the heading of ‘‘ defence expenditures’’, a 
number of items not fully eligible under Nato definitions—such as research 
expenditure, cost of frontier control and service pensions, and special support 
to Berlin. The committee's recommendation of the Dm. 11,250 millions 
excluded provision for the larger part of these items. Hence the negotiations 
between the Allied High Commission and the Federal Government that followed 
the Lisbon meeting of the Nato Council proved rather difficult. The German 
representatives, whilst fundamentally in agreement with the “ Wise Men’s ”’ 
judgment of Germany’s economic capabilities, could not accept this application 
of Nato definitions. They argued that the “ other’ defence expenditures had 
still to be incurred, so that acceptance of the Dm. 11,250 millions would impose 
too heavy a burden on their budget. 

The outcome was a purely pragmatic solution, embodied in the Financial 
Convention signed by Mr. Eden, Mr. Acheson, M. Schuman and Dr. Adenauer 
on May 26, 1952, and negotiated within the framework of the Bonn Contractual 
Agreements that were to be ratified along with the E.D.C. Treaty. This con- 
vention provided for an average monthly German defence contribution of 
Dm. 850 millions (1.e. equivalent to an annual rate of Dm. 10,200 millions) 
and stipulated that this would cover only the German contribution to E.D.C. 
and the Allied support costs. Payments under the latter heading, however, 
would be scaled down as the role of German forces in the western defence 
effort grew. They were to be Dm. 551 millions a month in the first six months, 
Dm. 319g millions a month in the next three, and thereafter were to be subject 
to re-negotiation. The problem of “ other ’’ defence expenditures was not 
mentioned at all. 


THE AGREEMENT FOR 1953-54 

At this stage, it seems, both parties were reckoning upon a ratification of 
E.D.C. by the autumn of 1952. But that Treaty is still in the clouds, and 
meanwhile the “‘ Three Wise Men's ”’ report and the Bonn Financial Convention 
have become obsolete. In the second half of last year, when Nato began its 
annual review for 1952—to establish firm defence plans for member countries 
for 1953 and tentative plans for 1954—a new exercise for determining the 
German contribution (for 1953-54) had become inevitable. For this purpose 
an ad hoc committee composed of delegations from the United States, the 
United Kingdom and the E.D.C. countries (France, Germany, Italy, Belgium, 
Holland and Luxemburg) was set up in Paris. It agreed upon an average 
contribution of Dm. 950 millions a month for the period between the entering 
into force of the E.D.C. Treaty (and of the contractual agreements between 
Germany and the occupying powers) and June 30, 1954. This sum was likewise 
to cover both the German contribution to E.D.C. and the Allied support costs 
—the latter component to be scaled down from Dm. 400 millions a month in 
the first six months (after the entering into force of the E.D.C. Treaty) to 
Dm. 300 millions a month in the next two months and Dm. 200 millions in 
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the following month. In any further month before June 30, 1954, provision 
for Allied support costs would be subject to new negotiations. 

The deliberations within the committee have remained a jealously guarded 
secret, and there has been no official announcement of the stand taken by the 
various parties. Germany’s attitude can, however, be discerned from officially 
available German sources. Early this year, the German Press reported that 
the Federal Republic had offered a defence contribution of Dm. 13,000 millions 
for the fiscal year 1953-54. This seems to have been a reasonably accurate 
cuess. Dr. Schaeffer's budget for 1953-54 provided for net defence expenditure 
(i.e. the German E.D.C. contribution) at an annual rate of Dm. 8,600 millions 
in the Nato fiscal year from July 1 last; for termination of payments for Allied 
support costs on June 30, 1953, and for “ other’ defence expenditure of 
Dm. 3,700 millions. If one assumes for the sake of simplicity that this last 
amount would also apply to the Nato fiscal year 1953-54, the German position 
in the ad hoc committee seems to have been based on a total offer of Dm. 12,300 
millions. 

On the face of it, this sum compares rather well with the “ Three Wise 
Men’s’”’ recommendations of Dm. 11,250 millions for 1952-53. There are, 
however, some important qualifications to be made. First, as just mentioned, 
the German calculations did not include provision for Allied support costs, an 
exclusion that doubtless provoked objections from the “ Big Three ” repre- 
sentatives; the Paris agreement does in fact contain provisions for these costs. 
Secondly, Dr. Schaeffer's Dm. 12,300 millions simply ignored the problems 
involved in the use of Nato definitions, which clearly had to be considered by 
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the ad hoc committee. The application of these definitions to the Dm. 3,700 
millions of “ other " defence expenditures would unquestionably have brought 
the total German offer down below the “‘ Three Wise Men’s”’ figure. On the 
assumption that roughly one-third of Dr. Schaeffer’s Dm. 3,700 millions might 
be eligible under Nato definitions, the German contribution for 1953-54 that 
had to be compared to the “ Three Wise Men’s’”’ recommendations of 
Dm. 11,250 millions for 1952-53 would have been not Dm. 12,300 millions but 
Dm. 9,800 millions. 

Yet there is no indication at all that Western Germany’s capacity to incur 
defence expenditure has been diminishing over the past year. During the 
second half of 1952 and the first half of 1953, the flourishing state of the 
German economy has continued. The Economic Institute of Berlin has 
estimated that the gross national product at current market prices rose from 
Dm. 60,300 millions in the first half of 1952 to Dm. 65,700 millions in the 
second half of the year—an increase of 8.9 per cent.; and recent developments 
do not give any cause for sudden pessimism about the near future. The 
assumption underlying Dr. Schaeffer's budget—that the national product in 
the current fiscal year will be 5 per cent. above the 1952-53 level—is almost 
certainly too conservative. The special circumstances facing the Federal 
Republic (support of Berlin, the refugee influx, the long artificial frontier with 
the East, etc.) do still exist, but the strain they impose on Germany’s total 
resources has not increased to any considerable extent. These considerations 
make it abundantly clear that the various representatives in the ad hoc com- 
mittee must have shown some notable divergences of view on the Federal 
Republic's ** politico-economic capability to undertake its defence effort. 
The problem inherent in the assessment of this capability solely by reference to 
Nato methods and procedures has again been shelved. Once again agreement 
has been on a purely pragmatic basis. 

Moreover, it must be emphasized again that the agreement so laboriously 
reached will become, like its predecessor, of purely academic interest if E.D.C. 
is not ratified. With German elections due in the late summer, French politics 
in their present state and even advocacy of a “ Locarno ”’ in the air, this non- 
ratification is something more than a possibility. But the position, in summary, 
is now that, if E.D.C. is ratified, the Allies have Dr. Schaeffer’s assurance that 
payment for support costs will not stop suddenly. They also have the advantage 
of knowing that the downward scale of these disbursements will be accompanied 
by a progressive build-up of Western Germany's physical defence contribution. 
For Dr. Schaeffer, on the other hand, ratification by, say, October I next would 
mean that he would have to commit a total sum of Dm. 9,300 millions (six 
payments of the present Dm. 600 millions monthly plus six payments at the 
new rate of Dm. 950 millions) for defence during his fiscal year 1953-54—a 
sum quite in line with his budgetary provisions. On the other hand, should 
E.D.C. remain unratified, the period in which the Allies are entitled to receive 
Dm. 600 millions a month for support costs will be further prolonged, whilst 
Dr. Schaeffer will gain the very substantial budgetary advantage of post- 
poning the monthly obligation of Dm. 950 millions to a later date. 

The advantage of compromise is that in a sense everyone gets his way. 
Yet in some context the work of the ‘“‘ Three Wise Men”’ will undoubtedly 
have to be performed once again in the near future, either for 1954 or for 
1954-55—whatever the future of E.D.C. may be. 
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The Credit Trend Analysed 


accounts of the clearing 


banks stand out in sharp contrast beside those of the first half of 1952. 


In that earlier phase, 


thanks to the pressure of the credit squeeze, the 


decline in net deposits substantially exceeded the average movement shown in 


previous post-war years, whereas this years 


recent 


were preoccupied with the effects of the slump in gilt-edged that reached its 
nadir at midsummer, and in their mid-vear statements four of the “ Big Five 


; decline has fallen far short of the 


norm. In 1952, similarly, bank advances were falling, against the 
seasonal trend, whereas this year they have been rising. Last year the banks 


’? 


abandoned the traditional formula for valuing investments, and showed book 
valuations that were above current market worth. Now the banks can look 
back upon a phase of strong recovery in gilt-edged, and the mid-year statements, 
though generally following the same formula as in 1952, showed book values 
once again fully covered by market values—raising a strong presumption that 
the inroads made into inner reserves in the later stages of the prolonged phase 
of falling values have since been made good. And one bank, the National 
Provincial, has raised its interim dividend—to the level established by last 
vear’s increased final payment. 

The underlying reasons for these and other contrasts between this past 
half-year and the first half of 1952 emerge clearly from an earlier article in 
this issue, which discusses the forces playing upon monetary policy and the 
tactics of the authorities over the whole period since the first moves towards 
monetary orthodoxy were made at the end of 1951. This second article 1s 
concerned with the detailed statistical analysis of the credit trends and of 
the earnings experience of the banks themselves, with particular reference to 
the past half-year. The six-monthly periods covered by the bank accounts 
since the end of 1951 do not, it will be seen, coincide with the three distinct 
phases of monetary experience discussed in the first article; but the alignment 
is sufficiently close to justify a broad assumption that the influences indicated 
there as dominating the successive phases have likewise been the principal 
influences in the banks’ accounting periods. 

The extent of the turn-round in the credit pattern in the first six months 
of 1953 when compared with the previous six months or, what 1s more relevant, 
with the first six months of 1952, can be seen from Table I. In this past 
half-year, net bank deposits have dropped by only £131 millions, the smallest 
decline for the first half of a year since 1949, and one that contrasts with 
declines of £218 millions last year, {180 millions in 1951 and £224 millions in 


1950. 


The tendency is plainly still in the same direction as that of the second 


half of 1952, when net deposits rose dramatically, by no less than £337 millions, 
in contrast with a rise of only £116 millions in the second half of 1951. 

But although the direction has been the same, both the pace and the 
impelling forces have been very different. In the past half-year, despite the 
effects of the B.E.A. loan in reducing outstanding advances to the nationalized 
industries ({93 millions of the loan had been paid-up by June 30), aggregate 
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bank advances have risen by £14 millions, whereas in the second half of last 
vear they fell by no less than {111 millions. In that phase, however, the credit 
efiects of this contraction of loans to the private sector were much more than 
counterbalanced by the abnormally heavy borrowings of the Government. 
In the first half of 1952, although the fall in advances to “ private ’ 
borrowers had not then really got under w ay, aggregate clearing bank advances 
dropped by nearly £71 millions, likewise affected by repayments from a B.E.A. 
issue (on which {106 millions was paid-up during the period). If the net 
change in B.E.A. bank indebtedness is assumed to have been much the same 
in the past half-year as in the first half of 1952 (which is probably broadly true), 
the swing-round between these two periods in advances to other borrowers 
appears as {85 millions. Moreover, despite the complaints about the effects 
of the high discount rates waiteined for commercial bills, the clearing banks’ 
portfolios of these have declined by only a further 46 millions during the half- 
year (after showing a rising trend until April), whereas in the similar period 








TABLE I 
MONETARY CONTRASTS, 1952-53 
jJan.-June, 1952 July-Dec., 1952 Jan.-June, 1953 
Private Sector Finance émns. {mns. émns. 
Changes in— 

Advances , = “a —- 70.8 [11.3 - I4.0 
Commercial Bills ss - — 97.5 — 4 - 5.5 
Investments os ‘a os — 48.5 + 10.0* —- 11.8 

Net absorption (--) or release (—) of 
credit by ‘‘ private sector "' - — 216.8 — 118.7 - 3.6 
Net deposits .. bg + — 2718.3 — 337.5 — Iz. 

Net absorption (+) or release ( —) ot 
credit by *‘ public sector ” ct — 1.5 + 456.2 — 127.5 


* Excluding estimated amount of banks’ cash subscriptions for Serial Funding stocks 
ottered in October, 1952. 


last year they dropped by no less than {98 millions. The decline in investment 
portfolios has also been appreciably smaller in this past half-year, chiefly, no 
doubt, because last year’s fall partly reflected writing-down.* 

If the changes shown in these three assets are ageregated, as is done in 
Table I, it appears that the private sector (including those nationalized indus- 
tries that borrow from the banks) roughly maintained its demands for bank 
credit during the first half of this year, whereas in the similar period last year 
its demands declined by no less than {217 millions (an even steeper fall than 
occurred in the second halt of 1952 despite the faster fall in bank advances 
then). Part of this increase in pressure from the private sector has, however, 
been offset by a reduction in pressure from the public sector. The abnormally 
big Exchequer deficit and heavy Treasury borrowings during the first quarter 
of the fiscal year 1952-53, it will be recalled, virtually wiped out the credit 
eflects of the surplus during the preceding “ revenue” quarter, so that the 
decline in bank deposits in the first half of the calendar year 1952 was almost 
wholly a reflection of the decline in credit for the private sector. But in this 








*But is 5 still properly erry into the calculation of total credit extended to the private 
sector, because net deposits, with which the changes in “ private sector ’’ assets are compared, 
include ‘‘ other accounts ’’ embracing inter alia the hidden reserves from which the writing down 
would be made. 

















ee = = ee 


96 THE BANKER 
latest half-year, as the table shows, this relationship has been reversed: virtually 
the whole of the fall reflects repayments by the Treasury. 

This comparison presents the seeming paradox that a Government with a 
budget that this year is ostensibly reflationary in purpose has needed much 
less bank finance than it did in the first half of 1952, when the aim of the 
budget, if not disinflationary in itself, was at least to hold the line. This 
reduction of approximately £125 millions in the Government's need for bank 
finance is, however, accounted for by the disclosed improvement 1n_ the 
Kxchequer’s domestic position alone; the “ overall’ Exchequer surplus in 
this past half-year has been fully £175 millions larger than it was in the first 
half of 1952. Nearly £80 millions of the improvement occurred, however, in 
the first quarter of the financial year, notoriously an unreliable guide to the 
trend for the full year. Moreover, £35 millions of the quarter's gain was 
purely notional, reflecting the crediting of nominal receipts from the sterling 
counterpart of American aid (no such credits were brought into the correspon- 
ding quarter last year). It is worth noting, too, that £18} millions of the £32.6 
millions decline in net ‘“‘ below-line ’’ expenditure reflects a decline in loans to 
local authorities, a decline that is “ real’ for the Exchequer, but is in fact 
only the counterpart of an increase in the burden upon the private capital 
market; the same may be true of some of the “ above-line "’ savings of Govern- 
ment departments affected by the trend to decontrol. The Treasury also 
benefited during the half-year from a reduction of more than {80 millions in 
the sum needed to finance net repayments of tax reserve certificates and 
small savings after allowing for finance available to it from the increase in the 
note circulation. 

When these various sources of relief to Exchequer finances are aggregated, 
the puzzle presented is not how the Treasury managed so substantially to 
repay indebtedness to the banking system, in this past half-year, but why it 
has not made even bigger repayments. The domestic finance apparently 
available to it, after excluding the notional credits from defence aid, was 
some £200 millions more than in the first half of 1952; yet its indicated repay- 
ments to the banking system increased by only £125 millions. It seems highly 
improbable that the net outturn of operations in the gilt-edged market has 
this year been less favourable than last vear. Indeed, the reverse seems 
much more likely; against the purchases and redemption of the balance of 
the 1951-53 bonds early this year, and the official participation in the B.E.A. 
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loan, there have to be set the non-official share in subscriptions to the two 
{100 millions “cash” issues of 1960 stock and the ample flow of securities 
that has occurred at times through the “ taps ” 

The disparity between the Exchequer returns and the banking figures does, 
therefore, tend to support the hopes that the surplus on the balance of overseas 
payments, though now undoubtedly deteriorating, may have been larger in 
the past six months than in the first half of 1952.. It would be rash to assume, 
however, that any such improvement could explain more than a part of the 
disparity. It 1s more rational to attribute it to gaps in the available data and 
to hidden factors—such, for example, as the curious effects that result from 
international capital movements (which impinge upon this method of analysis 
chiefly when they cause shifts in ownership of sterling, directly or indirectly, 


TaBie Il HALF-YEAR 
ENpD-JUNE COMPARISON AVERAGE COMPARISON 
Average of Change on 
June, June, Change on Jan.-June, Jan.-June, 
1g52* 1953” Month Year 1953* 1g52 
émns. mms. é/mmns. émns. /mns. smmns. . 
Deposits a a 6064.3 6299.5 + 216.7 t 235.2 6130.4 130.4 r 239 
Net Depe SiS 7 pte 5516.9 0023.3 155.4 ~ 200.4 5902.5 41.5 +t 2.5 
Cash — — <n 504.4 514.0 * I5.7 —- 9.60 499.3 0.8 —- O.2 
ew '&.I6 &.I4 
Cali Money... i 530.9 109.1 : 5-4 -— 67.8 471.8 - 65.5 -—12.2 
S.9 aud 7.7 
rreasury fills me g80.g 1148.7 -135.2 +167.8 | 1030.1 + 247.8 31.0 
10.2 16.2 10.8 
Other Bills... *“ 83.6 O0.4 -- 5.90 23.2 67.0 77.2 — 53-5 
Fad I.0 Fadl 
Investments .. —« 2907.8 2136.4 - 13.3 +219.4 | 2229.9 193.7 10.0 
31.0 B39 | 35+2 
Advances a deg 1860.2 1762.9 — 9.2 — 97.3 | 1779.0 —- 136.7 — 7.1 
30.7 25.0 | 29.0 


‘Italic figures beneath assets totals are percentages of £: patina deposits. 
* After deducting items in course of collection. 


to or from overseas nationals to overseas monetary authorities that lend their 
funds to the British Treasury). 

The impact of these varied credit trends upon the earnings experience of 
the banks themselves can be gauged to some extent by-the changes shown 
in the second part of Table II, which shows the average level of the balance 
sheet items during the two half-years. But these comparisons tell only part 
of the story—a story that now has heightened interest after the latest dividend 
announcement by the National Provincial Bank. The basic annual payment 
now of that bank can reasonably be presumed to be 17 per cent., compared 
with 16 per cent. for 1952, 15 per cent. for the previous twenty years, and 
18 per cent. at the 1929 peak. The remaining ‘“‘ Big Five’ banks, unlike the 
“horthern ” banks, are all paving the rates established after the reductions of 
1930-32 

Despite the rising trend of advances during the half-year, their average 
level was no less than £137 millions lower than in the similar period of 1952 
(an even bigger fall than that shown in the previous half-year compared with 
the second half of 1951); but this 7 per cent. fall in average volume was 
certainly much less influential upon earnings than the rise in the average 
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rates charged. This rise in interest charges, like the parallel increase in the 
commissions charged for the conduct of accounts, is now exerting its full 
effects upon profit and loss accounts. At the same time, as a result of the 
second special funding operation—that of last October—the average level of 
investments in this past half-year shows an increase over the similar 1952 
period that much more than offsets the fall in average advances. These 
funding stocks, unlike the much-abused issues of 1951, have consistently 
vielded more than could have been obtained from the Treasury bills they 
replaced. 

Despite the sharp contraction in commercial bills and call money (and also 
a small fall in cash, so that the average cash ratio was significantly reduced) 
the average volume of aggregate liquid assets was considerably increased 
and on this whole block of assets the interest vield was perceptibly higher, 
since the 4 per cent. Bank rate obtained for less than two-thirds of the corre- 
sponding period last year. (See the table on page 82.) 

The only strong influences working against this favourable trend have been 
the further rise in administrative and staff costs and the sharp increase in the 
burden of deposit allowances. The 2 per cent. (maximum) rate on deposit 
allowances has, of course, operated for the whole of this current year, whereas 
in the first ten weeks of 1952 the maximum was still only }# per cent. This 
increase, moreover, inevitably led to large transfers from current to deposit 
account; the latter have averaged {2,209 millions during the past half-year, or 
£169 millions more than in the first half of last year. Even so, the current 
earnings experience has certainly been good; and at the same time the banks 
have been freed from immediate worries about their gilt-edged valuations 
and have also avoided the sharp rise in bad debts that had been expected to 
accompany the first significant experience of a disinflationary atmosphere. 

Many bankers feel that this conjuncture of favourable factors 1s too good 
to last, and they also see ahead the ever-present and darkening shadow of 
heavy burdens for pensions. Provision for these and, after the jolting 
experiences of recent years, for reserves both published and concealed, are still 
regarded as first priorities by some, at least, of the big banks. It certainly 
cannot be taken for granted that the fellows of the National Provincial will 
quickly take up its dividend challenge, heartening though the recent profit 
record has been. 
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The Property- Holding Habits of 


Individuals 
Il — Non- Risk Assets 
By J. R. Cuthbertson 


HIS article and the article published in THE BANKER last month present 

the principal results of an investigation of available statistics bearing 

upon the important question of the propensity of individuals to hold 
risk securities—and, incidentally, other classes of securities and property.* 
Last month’s article explained the methods adopted, and showed in chart 
form how the asset composition of deceased estates varied in the three-year 
period 1948-51 according to the average value of the estate. A second chart 
showed the proportion of estates of any given real value at post-war prices 
that was invested in the stocks, shares and debentures of joint stock com- 
panies in each of the periods 1909-13, 1935-39, and 1948-51. The charts 
reproduced in this concluding article present similar historical comparisons for 
hoidings of other important types of asset. Discussion of these charts needs, 
however, to be prefaced by some rather detailed notes on interpretation. 

The first point concerns the adjustments made for changing money values.* 
The same price adjustments have been applied to every estate throughout 
the range covered by the death duty statistics; but it can be argued that in 
fact the value of money over the past four decades has fallen more for the 
wealthy than for the poor—through the effects of high purchase taxes on 
luxury articles, of rationing and of rent restriction, and especially of the increa- 
singly severe graduation of taxation of income. This last influence has brought 
about a revolutionary change in the relative worth of capital fortunes of 
different sizes when measured in terms of the purchasing power of the net 
incomes they produce. There are, therefore, great difficulties in relating any 
cost of living index to the real value of even a modest capital sum. All indices 
are heavily weighted with rationed and subsidized articles and artificially 
restricted rents. Furthermore, there is no index showing changes in real pur- 
chasing power of given gross incomes after taxation. The procedure followed 
here has been adopted in default of any clearly preferable alternative. 

The second consideration to be borne in mind in construing the charts is 
that the way in which the assets are distributed in deceased estates is not 
necessarily a reliable guide to their distribution in the community as a whole. 
The sample represented by those who die is more heavily weighted with the 
elderly than a perfect sample would be, and their investment propensities 
may.unduly reflect the habits of bygone years. Moreover, those whose fortunes 














* The author wishes to acknowledge valuable assistance received from Mr. J. H. Crawford, 
Mr. J. Brodrick and Mr. P. S. Latham in the assembly of statistics and preparation of charts. 


+ See also last month’s article for the method of adjustment. 
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will ultimately be subject to heavy death duties often hold an unusually high 
proportion of their wealth in readily realizable form as their expectation of life 
diminishes. Finally, in deceased estates the value of any insurance policies is 
brought in at the full sum assured, whereas, until death occurs, such policies 
carry only a surrender value that is normally much lower. 

A third qualification, mentioned briefly last month, concerns the adequacy 
of the samples. Among persons with large estates—unlike those with small— 
the deaths in any year are too few to average out fortuitous factors in the 
sample. The sample of deceased estates exceeding {1 million in any one year 
is totally unreliable,* and there is risk of distortion even in the ranges between 
£200,000 and {1 million. The size (and reliability) of the sample has therefore 
been increased by amalgamating the figures of several succeeding years; even 
so, the percentage distribution of such assets as real estate or investments in 
joint stock companies may have been appreciably influenced by the deaths 
of a few particularly wealthy individuals. In the investigation reported on here, 
all estates valued at over {1 million at present-day prices have been excluded ; 
but certain irregularities in the curves at the higher end of the scale may still 
be primarily due to errors of sampling. 

Throughout the range of fortunes, however, the analysis shows remarkably 
little variation from one vear to another in the percentages of property of a 
given kind held in estates of a given size—so little, indeed, as would generally 
not be apparent on the charts. Since the prices of securities may vary sub- 
stantially from one year to another, this stability appears particularly sur- 
prising at first sight. But in fact the effect of such market fluctuations is 
likely to be heavily damped down when the differing categories of property 
at market values are expressed as percentages of gross capital values. Generally 
speaking, it is unlikely that a rise or fall in the valuations of one category 
would not be accompanied by a similar tendency in the values of a number of 
other categories. A move from cheap money to dear money would, for example, 
reduce the value of Government securities and of stocks, shares and debentures 
alike, but would also affect the value of land and other real property. 

It should also be explained that the analysis on which this investigation is 
based was less complete for the period 1909-13 than for 1935-39 and 1948-5I. 
The property in settled estates was analysed in detail only for the two later 
periods; for the pre-1g914 period a very detailed analysis is available of holdings 
of settled realty, but settled personalty was then analysed only broadly. 
Separate figures are unfortunately not available for that part of settled per- 
sonalty invested in gilt-edged securities on the one hand and stocks, shares 





* One other source of unreliability in the figures of the very largest estates may at times be 
important. When a man dies, probate of his estate cannot be obtained until duty on the per- 
sonalty has been paid—normally not long after death. But this is not always so; and the 
death duty figures for any given year include the capital value on which duty was paid in that 
vear on account of estates that first became liable to duty in earlier years: correspondingly, they 
exclude any portion of estates, first becoming liable in the year, on which duty was not paid 
until later. In some cases, therefore, it later becomes necessary to transfer an estate from one 
range to another. In that event the transfer of both numbers and value (including any value 
recorded in earlier years) is made in the vear in which need for transfer becomes known, and the 
figures for previous vears are not altered. It is recorded that, whilst “‘ the figures and numbers 
and values are broadly speaking comparable, this factor may give rise to apparent inconsistencies 
in the principal ranges of value’. When a large landowner dies, it may be some years before 
the value of a landed estate is finally agreed and duty paid, and if a transfer in the above sense 
proves necessary it may produce an appreciable alteration in the figures of each of two adjoining 
ranges if the number of estates in these is small. 
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and debentures on the other; moreover, although a total is given for these 
two items, a further unanalysed item ‘‘ Other Settled Personalty ”’ is so large 
as to suggest that it also comprises interests in securities. The principal 
categories “of asset surveyed in these articles comprise over 90 per cent. of the 
gross assets of all fortune groups in the periods 1935-39 and 1948-51, but only 

5-80 per cent. of the gross assets in 1909-13; the bulk of the difference is 
ante sented by the unanaly sed items. The holdings of investments in joint 
stock companies in 1909-13 shown in Chart II would have been appreciably 
ereater if the analysis of property had been as complete as for the two later 
periods. For that reason it is suggested that the propensity to hold investments 
of this type has remained virtually unaltered during the past four decades. 

One final qualification merits emphasis. Although a group of estates of a 
given size may show a given consistency of investment holdings through the 
three periods, this does not mean that there is comparable consistency among 
individuals in the group. The point can be illustrated by taking the fortunes 
of £500,000 at 1948-51 prices. The average holdings of agricultural land in 
these estates varied from 43 per cent. in 1935-39 to no more than 8? per cent. 
in 1909-13, but it is evident that in all three periods there must have been a 
considerable body of individuals in this wealth category who were landowners 
first and foremost. The average land holdings of the remainder of the group 
were therefore very much less than the group averages—but their average 
holdings of investments in joint stock companies would almost certainly be, 
not 45 per cent. of gross assets, but 50 per cent. or more. The division of way 
of life between land-holding on the one hand and industry, commerce, and 
investment-holding on the other was no doubt more clear-cut before the 
World War I than it is now; but it is still sufficiently marked to make it 
probable that only a small minority of those worth £500,000 at 1948-51 prices 
actually held investments in joint stock companies and agricultural land in 
the proportions suggested by the charts. In these catagories the interpreta- 
tion of the average is fairly clear, but in others it really demands a good deal 
of detailed enquiry. For example, in all three periods about 2} per cent. of 
the £300, 000 estates comprised insurance policies; does this measure a“ repre- 
sentative’ demand for insurance, or is it merely an average between a large 
majority at this level of fortune who consider insurance quite unnecessary, 
and a few who are so heavily insured that at their death the maturing policies 
comprise the bulk of their estates? Information about the extent of the dis- 
persion about the mean asset holdings at different levels of fortune would 
certainly be of absorbing interest were the labour of producing it 
ever undertaken. 

Now, at last, we can turn to this second batch of charts, prepared on the 
principles for Chart II last month—with the reminder that some of the sug- 
gested explanations of the trends are tentative only. 

Charts IV and V show the two components of the “‘ Total Fixed Interest ”’ 
category—‘‘ Government and Municipal Securities ’’, and others. The former 
largely consists of British Government securities; the loan stocks of British 
county and municipal authorities, and of foreign governments, represent little 
more than 10 per cent. of the whole. The other fixed-interest category consists 
mainly of loans on mortgage or other security, and of shares and deposits in 
building societies. National savings certificates are treated as a Government 
security, but Post Office savings deposits are regarded as cash. The 
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CHART IV 


Proportion of Estates Held in the Form of Government and Municipal Securities 
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CHART V 


Proportion of Estates Held in the Form of * Other Fixed Interest Securities ”’ 
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increase in holdings of Government securities between 1909-13 and the two 
later periods should, of course, be considered in relation to the huge rise in 
the national debt after the beginning of World War I. During World War 7 
a bigger proportion of the increase in debt took the form of F loating Debt. 
that the inflation of personal holdings of Government securities was propr \- 
tionally smaller then than in World War |. It should be borne in mind. 
however, that the lack of a breakdown of settled personalty for 1909-13 
tends to cause under-statement of holdings of Government securities for those 
vears. The most interesting features of Chart IV are the close similarity 
of habit in the two periods 1935-39 and 1948-51, and the fact that at all ranges of 
fortune above £7,000 at 1948-51 prices the proportion of gilt-edged securities 
is virtually constant at one-fifth of gross assets. 

Uncertainty about the extent of the omissions makes comment on Chart V. 
“Other Fixed Interest’, somewhat hazardous for the 1909-13 period. The 
erowth of the building society movement between the wars partly explains 
the high percentage of this class of assets at the lower ranges of fortune in 
1935-39, but the decline since then is not easy to explain. 

A chart of fixed interest investments as a whole—omitted from this article 
to save space—would have shown that, throughout the range from £4,000 to 
{1 million, percentage holdings in 1948-51 were 3-4 per cent. lower than the 
corresponding proportions in 1935-39. This suggests a substantial fixity of 
habit—only shghtly affected by the 50 per cent. fall in the real value of any 
fixed interest investments still outstanding from pre-war days. 

Chart VI shows house property and business premises and Chart VII shows 
agricultural land. The figures relate to gross values, but information about 
mortgage charges is available for 1909-13. Holdings of both types of property 
in estates with gross assets between £1,000 and £3,000 at 1948-51 prices were 
on the average then mortgaged to the extent of one-third, with smaller propor- 
tions on the larger estates—down to Io per cent. or less on estates over £500,000. 
The most interesting aspect of Chart VI is the substantial identity of habit 
between 1935-39 and 1948-51. This is somewhat puzzling; for, although the 
real value of small houses with vacant possession stood far higher in the later 
period, that of rented property and of large houses with vacant possession 
was lower. The latter categories of house property are those normally held 
in fortunes exceeding (say) £20,000, and there has been no increase in the supply 
of privately-owned housing sufficient to offset the reductions in the market 
value of rent-controlled property due to inflation. The 1948-51 figures do not 
extend as far down the scale of values as the figures for earlier years, but were 
such figures available they would probably show higher values than in 1935-39 
owing to the high post-war values of houses with vacant possession. 

In considering Chart VII, a technical factor must be borne in mind. During 
the years 1948-51, land values were subject to the uncertainties introduced by 
the Town and Country Planning Act. The normal practice when land holdings 
were valued for estate duty purposes was to charge duty on the “ restricted ”’ 
value only, it being understood that when compensation was finally ascer- 
tained this would constitute a separate financial asset and be liable to duty as 
such.* The resultant under-valuation was probably small for most ag rricultural 





* The repeal of the development charge provisions has resulted in a windfall for beneficiaries 
of landed estates, since the assessment of restricted values stands, whilst the financial asset has 
proved valueless; there can be no attempt to assess what the value of the land itself would have 
been had the law of the time been different. 
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land, since this never attracted high development values; the under-statement 
may have been substantial, however, in particular cases. 

When this is borne in mind, the most interesting feature of the chart 
becomes of even greater significance. There seems no reason to doubt that the 
increase between 1935-39 and 1948-51 in agricultural land holdings in estates 
over £100,000 is entirely due to tax considerations. The wealthy can not only 
escape part of their current tax burden by farming in such a way that expen- 
diture allowable for tax purposes increases the capital value of the farm, but 
by holding agricultural land can reduce the rate of death duty their estates 
will have to bear. It is worth noting, however, that the increased propensity of 
the wealthy to invest in farming has been insufficient to offset the decline 
in the numbers in their class; the proportion of the total agricultural land in 
deceased estates which was held by those worth over £100,000 at 1945-51 
prices declined from 48 per cent. in 1935-39 to 30 per cent. in 1948-51. The 
general decline in land holdings since pre-1914 days is readily understood, 
since the amount of land available has not only decreased absolutely through 
the spread of urban populations but has decreased even more in relation to 
the size of the population itself. As manufacturing activities and the provision 
of services absorb a far higher proportion of the population than they did 
then, it is natural that an ever smaller percentage of those who die in any 
given wealth group should be interested in agriculture. But no explanation 
has been found for the fact that in 1948-51 holdings of land by those with gross 
assets below £5,000 should have been only half their 1935-39 holdings. 

There are several peculiarities about the cash-holding habits shown in 
Chart VIII. Even when it is remembered that savings bank deposits are 
treated as cash, and that bank overdrafts are regarded as debts instead of 
negative cash, it is surprising that in all three periods the liquidity in the 
smaller estates should be so high. At the other end of the scale preparations 
for the payment of death duties can only partly account for the large cash 
holdings, averaging £40,000-£50,000, in estates of £750,000 at 1948-51 prices. 
The progressive increase, at nearly all ranges, in the amount of cash held in 
succeeding periods is more readily understood. Quite apart from preparations 
by elderly people for payment of death duties, this seems to be a clear example 
of the effects of the ever-increasing burden of taxation. The amount of cash 
held back from any given gross income will naturally increase as net incomes 
become smaller in relation to gross incomes, since tax payments, unlike normal 
expenditure out of income, are irregular. (The reverse, however, should be 
true of those whose income tax is now under P.A.Y.E.; but this, apparently, 
has not affected the trend in the lower range of fortunes.) 

On the final chart—Chart IX, relating to insurance policies—the effect, 
already mentioned, of the difference between surrender values and values on 
death should be borne in mind. But, even apart from this, the figures should 
be treated with caution as a guide to the habits of the living. The fact that at 
rages of fortune below £100,000 at 1948-51 prices there has been a progressive 
decline in the proportion of insurance policies to gross asset values partly 
reflects a change in the form of insurance rather than in demand for insurance 
as a whole. Before World War I, whole life policies were the normal form, 
Whereas to-day the bulk of policies are endowment policies maturing within 
the normal expectation of life. Since three-quarters of the deceased estates or 
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more belong to persons aged over 65, and most endowment policies 
at the age of 65 or less, it is not surprising that the decline of the whole life 
policy should have had an important influence on the figures. 


CHART VIII 


Proportion of Estates Held in the Form of Cash 
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CHART IX 


Proportion of Estates Held in the Form of Insurance Policies 
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REPUBLIC OF IRELAND 


An Economic Survey 


Our usual annual economic survey of the Irish Republic consists this vear of a 
factual survey of statistical trends by a Special Correspondent and a pas nal view- 
point On present Irish economic policy by Professor G. A. Duncan, the Professor of 
Political Economy at the University of Dublin.—Ep. 








The Swing of the Economic Pendulum 
By a Special Correspondent 


N Ireland, as in so many other countries, 1951 had been a year of inflation, 

of rising prices, stockpiling, inadequate internal savings, and a large 

unbalance in current international payments. In 1952 the economic pendulum 
swung rather vigorously in the contrary direction. The balance of payments 
came back nearly to rights, and foreign disinvestment declined from over £60 
millions to less than #10 millions. Internal savings, which had been n egligible 
in 1951, rose substantially in 1952. The volume of domestic consumption “and 
imports declined, while that of exports increased. The volume of production 
and employment in industry also declined—thus reversing the steep upward 
trend in the five previous years—and unemployment rose. 

In all, the national income of the Republic probably came close to 
£400 millions in 1952. This is about £137 per head of population, approximately 
half the figure for Great Britain (£253 per head) and probably about the same as 
that in the Six Counties in Northern Ireland ; at any rate, in 1949 (the last 
year for which comparable figures are av ailable) income per head was estI- 
mated at {110 in the Six Counties compared with £129 per head in the twenty- 
six counties of the Republic. The rise in the Republic’s national income 
last year, however, is unlikely to have been much greater than the concurrent 
rise of 8 per cent. in retail prices ; in real terms the increase was probably 
negligible. In fact, despite rising industrial production through the years of 
inflation, the Republic’s real national income changed little during the four 
years 1949 to 1952. Compared with 1935, however, ‘real j income has increased 
by about one-sixth ; since there has been little net change in population, real 
income per head has risen in about the same proportion. 

Agricultural production rose hearteningly in 1952. Its proportion to the 
national income (before allowance for stock price appreciation) must have 
increased above the 28.4 per cent. shown in 1951 ; in 1938 its proportion was 
only 23.5 per cent.—although, as will be seen later, the volume of gross agri- 
cultural production in 1938-39 was only } per cent. below its 1952 level. The 
proportion of national income borne by Public Administration and Defence 
probably rose again last year (to above the previous 8 per cent.), but there are 
likely to have been falls in industry, distribution and transport. Income 
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from abroad, which accounted for 6.9 per cent. of national income in 
1951. probably also declined in 1952. It should be noted here that Ireland 
departs from normal international statistical practice by regarding emigrants’ 
remittances aS a constituent of national income rather than as a transfer 
payment. The reasons seem cogent enough to Irishmen and need not be given 
here. As the estimate is published separately it can be deducted from national 
income by people who take a different view. 

After increasing steadily from year to year between 1948 and 1951, per- 
sonal expenditure (excluding indirect taxation) declined in real terms between 
1951 and 1952, although it was probably still nearly 20 per cent. above the level 
of 1938. Decreases were reported in retail sales in all the main groups last year, 
although—as was to be expected—they were least marked in food. It is likely 
however, that expenditure on drink and tobacco still amounted to over {50 
millions (excluding expenditure by visitors) in 1952. This is equivalent to one- 
eighth of total personal expenditure ; the proportion in Britain is about the 
same—-but then Britain has about twice as high a national income per head. b 


INVESTMENT AND SAVINGS 

Perhaps the most important statistics at the present time are those relating 
to savings and capital formation. As was observed at the outset of this article, 
internal savings (after provision for stock price appreciation) increased notably 
last vear ; they were probably above the annual average of around £25 millions 
of savings in 1948-50. But the decline in net borrowing from abroad indicates 
that gross capital formation was probably below the £75 millions odd recorded 
in 1951. Certainly investment in stocks and work-in-progress fell (as in Britain), 
and probably there was also a fall in the real value of fixed capital formation, 
which had increased by nearly 50 per cent. (in terms of 1938 prices) between 
1938 and 1951. 

One of the most significant features of the economy is that the gross capital 
formation of £250-30) millions in the five years 1948-52 was financed to the 
extent of nearly one-half by foreign disinvestment. Unfortunately it is not 
possible to estimate the extent to which this foreign disinvestment represented 
a fall in Irish-owned external assets ; those assets are spread through so many 
different hands that estimates of their movement from year to year cannot 
be made. But it is obvious, from the figures that are available, that Irish 
current savings have not been nearly sufficient to cover the modest programme 
of gross capital development achieved, to say nothing of the increased invest- 
ment necessary to bring Irish industrial and agricultural development to the 
level of other Western European countries. Since Irish investments abroad are 
commonly regarded as a purse of Fortunatus, it may be well to point out that 
they amount, at the outside, to a year’s national income ; and, 1n the case of an 
individual or nation, a year’s income will not go far in capital expenditure. 
While Irish current savings do not make too bad a showing by comparison with 
those of some Western European countries, they do not, to say the least, / 
reflect a marked disposition on the part of the public to refrain from consumer 
expenditure in the interest of national development : in the two years 1949 
and 1950 savings as a percentage of national income were 8 per cent. in Ireland, 
134 per cent. in Great Britain, 9 per cent. in Denmark, 15 per cent. in the 
Netherlands, 14 per cent. in France, 15 per cent. in Norway and 12 per cent. | 
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in Sweden. Moreover, the apparent savings of Irish public and private com- 
panies, and hence total savings, would be far lower if depreciation were written 
up to replacement cost—a concept favoured by most statisticians but depre- 
cated by most chartered accountants. As an indication of the importance of 
this fact it should be noted that depreciation in the Irish national accounts is 
only about 23 per cent. of gross national product, compared with 7-11 per cent 
for seven other Western European countries. 


AGRICULTURAL PROBLEMS 


A selection of the principal statistics relating to agriculture is set out in 


Table I. It will be seen that although the gross volume of output is practically 
TABLE I 
AGRICULTURAL PRODUCTION IN THE IRISH REPUBLIC 
Unit of 
Quantity 1935 1940 Ig5I Iy52 
Volume index of agricultural output: 
Gross: Base 1933-39 100 99.2 98.9 =-100.5 
: LOO 
Livestock and livestock products 100 g0.3 95.1 97.4 
Crops and turt .. - rae . 100 126.3 100.3 [0.0 
Net i aE — ary a 100 108.8 IOI.0O 105.2 
Numbers of livestock on June 1: 
Cattle .. irs - oi ed Thousand sa 4,050 4,146 4,370 4,309 
Sheep .. 7 ‘i oa - a « 20 2,423 2,616 2,857 
Pigs — ee — — a —_ 959 479 558 719 
Poultry. . - es ~ na Million .. a 19.6 18.3 18.8 19.4 
Acreage under crops* Ri ~~ Thousand acres 1,568 2,41 709 1,720 
Number of males engaged in farm work.. Thousand “ 537 520 453 441 


* Corn, root and green crops, flax and fruit. 
5 


unaltered since before the war, marked changes have taken place in its con- 
stituents : crops have increased and livestock produce decreased. The net 
volume index (it is ““net’’ in the sense that volume of input of purchased feeding 
stuffs, fertilisers and seed has been deducted from gross output) is 5 per cent. 
over pre-war. Two of the most striking features are the decline in the pig 
population and the decline in the number of male workers on the farms. As the 
table shows, the number of pigs in 1951 was little more than half of the number 
in 1938, though it recovered substantially in 1952. The improvement has 
continued during the present year: in the 28 weeks to July 11, 1953, the 
numbers purchased by bacon factories was 477,000, compared with 312,000 
in the corresponding period of 1952. 

The great decline in the number of males engaged in agriculture has gone 
on both through the war and since it ; the decline between 1946 and 1952 alone 
Was equivalent to 15 per cent. An exodus from agriculture on this scale has, 
however, occurred in many other countries during the post-war period. Since 
the volume of output is almost constant, this decline is a measure of increased 
productivity. There has been a marked increase in mechanization in recent 
years. Jractors numbered 2,067 in 1939, 9,781 in 1948 and 19,084 in 1952 ; 
combine harvesters numbered 349 in 1949 and 538 in 1952 ; milking machines 
numbered 743 in 1948 and 4,528 in 1952. The number of harvesters and milk- 
ing machines may still be small but the trend is unmistakable. As a result of 
this increasing mechanization and productivity, and of the increase in agricult- 
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ural prices compared with living costs, the average standard of living of 
agriculturists has risen markedly from the very low levels of before the war. 
The change in what might be called the “internal terms of trade” in favour of 
agriculturists has not yet, however, made good the opposite change in the 
inter-war years ; since 1914 the prices of agricultural produce have risen by 
223 per cent. but the general consumer's price index by 278 per cent. | 


PRICE TRENDS 

The year 1948 is the most suitable post-war base vear for a study of price 
trends ; throughout that year—and, until late in 1949—wholesale prices 
generally were very stable. The various index numbers in Table II have 
therefore been expressed to this base. It will be seen that wholesale prices rose 
practically continuously after the devaluation of sterling in September 1949, 
until the end of 1951, since when they have remained stable. The stability of 
wholesale prices during the past twelve months has been the resultant of the 
rise in agricultural prices counterbalanced by the fall in import prices. Agri- 
cultural prices have risen sharply during the past twelve months. During 1951 
and 1952, however, they had lagged behind wholesale prices in general and 
import prices in particular ; their total rise since 1949 has therefore been little 
ereater than that of the general level of wholesale prices. The rise in import 
prices, which began in October, 1949, continued until September, 1951; but 
then there was an almost unbroken decline during the following twelve months. 
From August 1952 to date there has been little change, though the trend has 
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been slightly downward. The terms of trade in 1951 and 1952 were worse than 
in 1948, but they have moved in the Republic’s favour in 1953. They are now 
almost exactly the same as they were in 1930. It will be seen from the table 
that despite the relative stability of wholesale prices, there has been a marked 
rise in consumer prices (that is, in the Official Interim Cost of Living Index) 
during the past twelve months. This was due principally to the reduction of 
subsidies on certain articles of food announced in the Budget of 1952. 


INCREASE IN UNEMPLOYMENT 
Although there has undoubtedly been an increase in the volume of unem- 
ployment since 1951, comparability with past periods has been impaired by the 
coming into operation of the Social Welfare Act of 1952 ; this has resulted in 
additional numbers registering as unemployed who would not have registered 
formerly. The number registered at the end of June, 1953, was 64,000, com- 
pared with 46,000 a year ago ; it is probable that about 10,000 of the increase 


TABLE II 
IRISH PRICES INDICES 
(Base Year 1948 = 100) 
Wholesale Agricultural Import Export Terms of Trade Consumers’ 

1948 oS LOO LOO TOO 1O0oO [oo LOO 
1949 7 i Q9.5 LOO 95-7 FO! .g [00.5 LOO 
1950 ks " 105.2 1O5 104.5 LOS. 1 103.4 102 
1951 : .. r21.8 115 '27.7 123.4 96.6 110 
[Q52 ne 125.7 [1a 129.1 120.3 97.8 110 
Jan.-April, 

[Q52 T ara [27.3 120 133.3 tor.7 95.8 115% 
1953 . 125.9 130 123.3 120.0 104.60 125* 


*Average of mid-February and mid-May. 


of 18,000 was due to the incidence of the Act, and the rest presumably to a 
genuine increase in unemployment. The statistics for the percentage of work- 
people unemployed are less influenced by the change in the basis of classification 
than are the absolute figures. In June, 1953, the percentage unemployed (other 
than in agriculture, fishing and private domestic service) was 9.8, compared 
with 8.2 in June, 1952, and 6.1 in June, 1951 (which was the lowest June figure 
during the currency of these statistics). In each of the months of the present 
vear the percentage has been running at between 1.1 and 1-7 per cent. higher 
than in the corresponding month last vear. 

The increase in unemployment has, of course, gone hand in hand with some 
fall in industrial production. After rising steeply each year between 1946 
(when, aiter the war-time depression, pre-war levels of output and employment 
were attained) and 1951, the volume of output and employment declined by 3 
per cent. in 1952. Even in 1952, however, the volume of output was two-: 
thirds higher than in 1938, while employment had increased from 166,000 to 
219,000, or by only 32 per cent. Productivity increased regularly by about 6 
per cent. per annum between 1946 and 1950 ; by the latter year it was 24 per 
cent. higher than in 1938, and it has remained at about this level in 1951 and 
1952. There are, however, indications of some recovery during the present 
year. Ihe slump was most marked in the second quarter of 1952 when the 
index of the volume of industrial output (for transportable goods only, to 
hase 1936 = 100) was 163 is compared with 181 in the second quarter of 1951 : 
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this fall had occurred mainly in the textile and clothing industries. Thereafter, i 
the shortfall below the previous year’s experience gradually narrowed, until in i 
the last quarter of 1952 the index stood at 171 compared with 174 a year i 
previous. In the March quarter of 1953 the index was 168, which is 6 points e 
(or 3 per cent.) over the figure for the March quarter of 1951. Employment in f 
the industries covered by this index amounted to 135,000 in March. 1953, ' 
compared with 129,000 in March, 1952, and 134,000 in March, 1951. 1 
i 

BALANCE OF PAYMENTS g 


rT 


The deficit in the Republic’s balance of payments is estimated to have 
declined from £62 millions in 1951 to £9 millions in 1952. The visible trade 
figures, which are summarized in Table III, make a remarkable showing. It 





TABLE III 
VALUE AND VOLUME OF IRISH IMPORTS AND EXPORTS \ 
Value at Current Prices | Value at 1938 Prices Volume Index 
(£ millions) | (£ millions) | (1938 = 100 
Exports | Exports | Exports 
Period Imports and Balance | Imports and | Imports and 
Re-exports | Re-exports | Kke-exports 
Year 
1948 .. i eis 49.3 —- 87.0 | 2.7 15.1 127 75 = 
1940 .. —. ras 60.6 69.6 | 52.4 21.8 127 90 
1950 .. -. Bees 72.4 —- 87.0 | 58.9 24.5 Tq 
1951 .. .. 204.6 81.5 -123.1 | 61.9 24.2 TS 10 
1952 .. .« 2e.2 IOI.5 - 70.7 51.' 29.4 [24 21 I 
Jan.-May P 
1952 .. -* 53.60 37.0 40.0 24.4 es iaieks - SC 
1053*.. - 74.8 42.9 —- 31.9 i Ow: 12.9 rrst i 41+ al 
* Provisional. i Ir 
+ Quotient January-May, 1953, to January-May, 1952, multiplied by annual index for 1452. ne 
. . . . - th 
will be seen that the decline of one-eighth in imports and the increase ot nearly pe 
one quarter in exports between 1951 and 1952 were due mainly to changes in de 
volume ; prices changed little between these two years. The volume of imports né 
in 1952 was about equal to the volume in 1948 and 1949, and thus about 24 per) by 
cent. above the 1938 level. While the fall in the value of imports has made a di 
substantial contribution to redressing the balance of trade and hence the pl 
balance of payments, the fall also reflects the industrial recession in 1952. 
Materials for industry constitute about three-fifths of total imports. The vital fir 
part played by imports in the Irish economy 1s illustrated by the facts that the th 
value of imports of goods and services is only slightly less than 30 per cent. of the ch 
value of total resources used, and that imports of materials for industry (valued eX 
c.1.f.) are about 35 per cent. of the value of industrial production. The volume TI 
of exports in 1952 was 21 per cent. higher than in 1938 and 61 per cent. higher ha 
than in 1948. In the first five months of 1953 exports have again advanced. tr 
compared with the corresponding period of 1952 ; on an equivalent annual tic 
basis, they are now running at about 41 per cent. over the pre-war and 17 pet th 
cent. over the 1952 level. 
Last year’s decline in the import excess from £123 millions to £70 millions jus 


or by £53 millions, accounts almost entirely for the improvement in the esti-} — mc 
mated current balance of payments from £62 millions to {g millions. On current) — ace 
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invisible account a decline of {2 millions in the Republic's large net tourist 
income (estimated at £25 millions in 1952), together with a decline in the net 
income from investments, was about compensated by the increase in the 
endemic current “ balance unaccounted for’. It is one of the unexplained 
phenomena of the statement that, although foreign disinvestment over the 
past five years is estimated at the large sum of {160 millions, estimated gross 
income from investments abroad shows no tendency to decline. That this is so 
is due in part to increased yield on investments, but it must also reflect in 
some degree increased foreign investment in this country. 





Ireland’s Welfare State 
By (,. A. Duncan 


(Professor of Political Economy, University of Ditblin) 


HE two dominant experiences of the Irish Republic in the past vear 

have been experiences that will strike sympathetic echoes in Britain, and 

indeed in most other countries both East and West of the Elbe, in this 
present era of high words and low living. In the first place, there has been 
some sign of disinflation compared with the excesses of the years up to 1951, 
and this has led to a vast and unwise recrudescence of propaganda for retlation. 
In the second place the Government, although it has not cut taxes and has 
not increased its already swollen development expenditure to quite the extent 
that the opposition has demanded, has stood by the now traditional [rish 
policy of high protectionism and high public expenditure. Moreover, it has 
decided to add to its future commitments by introducing a bill for a form of 
national health service. The great debate on this service has been overlain 
by the oddities of party divisions and by sectarian intervention; but, however 
dimly and however curiously phrased, the argument has been conducted on a 
philosophical level that party politics made impossible in the United Kingdom. 

It is convenient to deal with the broader issues of the state of the economy 
first. Since 195I a certain amount of deflationary pressure has occurred in 
the Irish Republic as in the United Kingdom. The banks have raised their 
charges for accommodation, and in agreement with the Government have 
exercised a somewhat greater selectivity in the accommodation extended. 
The Government has begun to reduce the food-and other subsidies. There 
has been some fall in prices, particularly textiles, and some significant loss of 
trading profits. There has been some contraction in industrial activity, par- 
ticularly in house-building. By the middle of last year, it could be said that 
there was a “ recession ’’ of a sort. 

Clearly, however, the “‘ recession ’’ was hardly of the sort or magnitude to 
justify a strong recrudescence of ‘‘ reflationary ’’ propaganda. None of the 
monetary or banking indices has shown more than a slight wobble from its 
accustomed inflationary course. Agricultural prices and the cost of living have 
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gone on rising; the only component of the cost-of-living index that has shown 
any hesitation is “‘ food’ (rather curiously, in view of the diminution of 
subsidies). Such falls in prices as have occurred have been motivated largely 
by the fall in import prices; the Government has responded to these with 
further tariff and quota restrictions on imports. In part, no doubt, price-falls 
(particularly in textiles) and slackening of activity (particularly in house- 
building) were due to saturation. From the fiscal point of view, though it 1s 
hard to judge accurately, there appears to have been some check to the vast 
consumption of alcohol and nicotine, with consequent loss to the revenue. 

None of this, however, has gone far enough to do much to mitigate the 
evil efiects of the previous inflation. Those evil effects, however, were long term 
ones and not always obvious to the electorate. Throughout the inflation, 
continuously rising prices did nothing to stimulate agricultural production, on 
which Ireland must depend if it is to earn sufficient foreign exchange to satisfy 
its high demand for imports (a demand that has itself been stimulated amon 
the urban population by inflation and high protection). In spite of the nursin 
of urban industry for over thirty vears, the numbers of applicants for unem- 
ployment benefit and unemployment assistance have remained alarmingly 
high; last vear’s moderate disinflation liited them to 9.1 per cent. of the 
insured population by December, 1952, and they show no real sign of falling 
vet. Paradoxically, the unemployment percentage in the building and con- 
struction trades has consistently remained well above the average, 1n spite of 
the continued subsidisation of house-building and the impetus to other con- 
struction to be expected from the building of feather-bedded factories. Again, 
rather more than half the live register is in the rural areas, yet farmers are 
complaining that the main reason why they cannot increase production, and 
are compelled to shift their patterns from high-value products (such as milk 
and fat beasts) to low-value products (such as store beasts), is that they cannot 
vet labour. Side by side with these production difficulties, the flow of emigra- 
tion has continued, and the upward pressure on wages has never relaxed. In 
these circumstances, Dr. Stacy May's recent optimistic report on productivity 
seems to contain much wishful thinking ; there are evidently a number of 
paradoxes that must be solved before any latent e/an of expansion can be 
siven a kick-start. 

lt is in the light of these factors that the campaign for reflation needs to 
be viewed. The opposition, of course, professes to believe that something 1s 
just waiting to be turned up, and that a great upsurge of productivity 1s only 
being held in check by the Government's “ restrictive financial policy ''— 
that, if only active steps were taken to increase the volume of bank credit 
outstanding and to repatriate “ foreign assets’, a vast stimulus could be 
given to domestic production and therefore to the generation of taxable 
income, coupled with a lightening of the direct drain of public relief. 

These essentially inflationary propositions have always enjoyed a good 
press. Obviously inflation can act as a’stimulus for the time being ; only 
after bitter experience of its chickens coming home to roost does it lose its 
initial charm. In the Irish Republic, with its pre-existing high-cost structure, 
and its still surviving mass of external assets, some of the short term advantages 
of inflation may have seemed more noticeable than in the United Kingdom, and 
some of the chickens were less obvious for the time being. Yet they crowed 
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modestly, and the Central Bank earned abuse by drawing attention to them. 

Despite these dangers of inflation, the Republic’s 1953-54 Budget envisages 
a total expenditure of £125 millions, of which £38 millions is somewhat optimis- 
tically described as “ capital ’. When to this are added the expenditures of 
other state bodies, such as the Unified National Health Insurance Society and 
the Unemployment Insurance Fund, the burden of official expenditure in a 
national income that is estimated at around £400 millions must be of the 
order of 35 or 40 per cent.—a burden comparable in the strain it imposes on 
the economy with the demands of the more socialized policy of the United 
Kingdom. Even if the actual percentage of the national income sucked into 
the government sector is not quite as large as this, it must be remembered 
that the Republic’s taxable capacity is also proportionately smaller than 
Britain’ s—partly because of Ireland’s greater poverty and partly because of 
its different economic structure. 

It is not easy to calculate how much of total Government expenditure is a 
social service mortgage. But—casting a wide net, so as to include food sub- 
sidies, all branches of education, subsidization of agriculture and transport, old 
age and other pensions, children’s allowances, unemployment assistance and 
employment schemes, housing grants and public health—direct expenditure 
in this class by the central Exchequer itself is of the order of £60 to £65 
millions, or approximately one-half of its total burden. In contrast with the 
United Kingdom, defence accounts for only about 6 or 7 per cent. It is not 
surprising that recently the Prime Minister and the Minister of Finance have 
been repeatedly emphasizing that the limit of taxable capacity has been 
reached. It is, however, surprising that the Government has engaged itself 
to enact a Health Bill that can only have the effect of imposing on the taxpayer 
a further heavy and rigid burden. 

The epposition to this health scheme has been economic, as well as political 
and sectarian. Nobody denies that disease and death are a loss to any com- 
munity, and coping with them a cost to the community ; we should all be 
better off if we did not need doctors. In a laissez-faire economy that cost is met 
partly by the payments of the sufferers, partly by the benefactions of the 
charitable, partly by the voluntary work of doctors, and partly by Government 
levies. No doubt mistakes happen, and less urgent cases are preferred to more 
urgent; it can even be conceded that doctors and hospitals may prefer paying 
cases. Yet in the process a flexible sorting-out of the cases is going on all the 
time, together with a rough adjustment of costs to peoples’ judgment of the 
importance of each case. 

A system of Government medicine is quite different. Apart from all 
questions of swinging the lead and skimping of service, the cost of the service 
loses its flexibility; it becomes a rigid sum in the Government accounts and 
adds an unconscionable amount of paper overheads. In short, a Government 
medical service mortgages a certain fraction of the community’s income, and 
requires the collection of an absolute sum by taxation. The Treasury has been 
put in the position of a trading company whose capital structure is too highly 
geared, and that is therefore over-sensitive to slight variations. The moral is 
Obvious : if prices or production fall, the Government’s task becomes all the 
more difficult. And the Irish Government is in no position to allow its economic 
task to become harder than it is already. 























































*American Review 


HE Federal Reserve Board is clearly alive to the dangers of pushing a 

restrictive monetary policy too far at this moment of delicate balance. 

Earlier fears that the “‘ Fed ’’ might be going to follow an inflexible deflationary 
policy were removed on June 25 when an announcement was made of a reduction 
in the reserve requirements of member banks, effective from Julv 1 at country 
banks and from July 9 at city banks and central city banks. For country banks, 
reserve requirements against demand deposits were reduced from 14 per cent. to 
{3 per cent., for city banks from 20 per cent. to 1g per cent., and for central reserve 
city banks from 24 to 22 per cent. This will release an estimated $1,156 millions 
from commercial bank reserves and—by the usual pyramiding process—make it 
possible for the commercial banks to increase their loanable funds by nearly 
$6,000 millions. In their official announcement, the Board of Governors declared 
that this step was “ designed to make available the reserve funds necessary to 
meet the essential needs of the economy and to help maintain stability of the 
dollar. The reduction ... was made in anticipation of exceptionally heavy demands 
on bank reserves which will develop in the near future when seasonal requirements 
of the economy will expand and Treasury financing in large volume is inescapable. 
The action is intended to provide assurance that these needs will be met without 
undue strain on the economy and is in conformity with System policy of sustaining 
economic equilibrium at high levels of production and emplovment ”’. 

Official announcements by the Reserve Board and the Treasurv have sought 
to play down the importance of this intervention and to stress its close conformity 
with policies established before June 25. But the move took the New York 
money market by surprise. For some weeks prior to the relaxation, the “ Fed” 
had been augmenting the supply of bank cash by the purchase of Treasury bills, 
and the daily average level of “‘ excess’’ reserves had risen from about $550 
millions in the first week of June to the relatively comfortable level of over $1,000 
millions by mid-June. Treasury demands and currency expansion enforced a 
reduction towards the close of the month, but these strains were well within the 
immediate capacities of the banks and there was no pointer to anv immediate 
swing from the process of meeting day-to-day requirements by the open market 
purchases of the Reserve Board or else (and the commercial banks had feared 
this might be increasingly necessary) by the use of discount facilities. 


INTEREST RATES AFTER THE RELAXATION 

The relaxation therefore brought an immediate sense of relief to the money 
market. The Treasury Bill rate, which had touched 2.42 per cent. in early June, 
had by the close of that month dipped below 2 per cent. again with a general 
easing of the short-term rates. Steadier conditions also developed in the long- 
term market and the new thirty-year Treasuries 3}s found fairly willing pur- 
chasers at par; they seem, gradually, to be getting into stronger hands. The 
Reserve Board's decision has brought a psychological change of first importance 
with its assurance that the System stands ready to protect the reserve position of 
the member banks should the position again become strained. This does ut, 
however, rule out the probability that short-term money will soon become fairlv 
tight again. The recent returns of weekly reporting banks have shown the usual 
seasonal decline in loans to business, but on July 1 commercial and farm loans 
(at $22,585 millions) were still $1,847 millions higher than a vear before and all 
loans (net) were $2,784 millions higher (at $39,649 millions). In view of the pro- 
spective Treasury deficit and the fact that the seasonal recovery in business loans 
should soon be under wav, the release from reserve requirements Is by no means 
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excessive. Firmer rates than those ruling at end-June thus seem to be in prospect, 
although the market “ demoralization ”’ of last May should not return. 

The budget year 1952-53 closed on June 30 with a record peace-time ‘* adminis- 
trative ’’ deficit of $9,400 millions and with a “‘cash deficit ’’’ of about $6,000 
millions. This compares with the estimate of an administrative deficit of $5.6 
billions in 1953-54 if President Eisenhower’s tax and expenditure proposals are 
enacted by Congress, although the seasonal deficit in the period immediately ahead 
will, of course, be much larger. Over the next-three months or so, estimates 
allow for a seasonal deficit of perhaps $5,000 millions (excluding debt maturities) ; 
while over the entire period to December 31, the cash deficit may be very near 
$9,000 millions. In catering for these needs, the Treasury early last month offered 
$5,500 millions of 2$ per cent. Tax Anticipation Certificates, maturing next March 
and acceptable at par, plus interest to maturity, in payment of Federal taxes. 
With terms generous and reserves ample, the response was satisfactory. 


American Economic Indicators 
1953 


May 





1950 1951 1952 


Feb. Mar. Apr. 
Production and Business: 
Industrial production (1935-39=100).. 200 220 219 240 242 242 241 
Gross private investment (billion $) .. 50.3 58.5 52.1 “= 54.0 — — 
New plant and equipment (billion $).. 20.6 25.6 26.5 — 27.5 — — 
Construction (million $) os -. 2,396 2,574 2,694 2,914 2,979 2,926 2,909 
Business sales (billion $) a oo 44.5 45-6 49.0 49.0 49.9 19.3 
Business stocks (billion $) 4 . oo 74.0 74.7 74.9 75.2 76.0 77.1 
Merchandise exports (million $) im 856 1,164 1,098 1,194 1,388 1,384 1,430 
Merchandise imports (million $) - -38 QI4 893 922 1,056 1,028 920 
Employment and Wages: 
Non-farm employment (million) s» Mot 53-9 “4.5 34: 5 948.1 55.2 
Unemployment (’000s) os -. 3,142 1,879 1,673 1,788 1,674 1,582 1,562 
Unemployment as % labour force 5.0 3.0 $3 2.9 a.9 2.5 2.4 
Hourly earnings (mfg.) ($) “4 .. 1.46 1.59 1.67 1.74 ee ‘<o. 1.75 
Weekly earnings (mfg.) ($) st -- 59-33 . 64.71 67.97 71.17 72.10 71.40 710.5 
Prices: . ; : 
Moody commodity (1931 =100) — { _— S39 pret 416 414 418 {19 
; 7 -OW 347 451 399 
Farm products (1947-49=1I100).. -+ @7.§ 183.4 107.0 97.0 9.8 97-5 97.9 
Industrial (1947-49 =100) sa ~« 309.0 885.0 1253:2 484.5 823904 1923.3. 113.5 
Consumers’ index (1947-49 = 100) .« 302.5 223.0 893.4 23.4 249.0 493:7 114.0 
Credii and Finance: 
Bank loans (billion $) $2.2 57-7 64.2 64.1 65.2 65.3 05.5 
Bank investments (billion $) 74.4 74.9 77.5 76.0 74.8 7s,9 72.6 
Bank loans (weekly) (billion $) 17.8 21.6 23.2 22.9 23.3 24.1 22.8 
Consumer credit (billion) 20.8 21.5 25-7 25.2 25.7 26.2 26.7 
Treasury bill rate (%) .. 1.22 1.55 5.77 6062.04 2.08 2.18 2.33 
U.S. Govt. Bonds rate (%) - - 233 2.47 2:06 2.85 2:85 2.907 3.06 
Money supply (billion $) a .. 180.6 189.8 200.4 I91.6 I91.0 192.2 192.1 
Federal cash budget (+ or -—) (million $) +450 +1,244 —1,641 — +4,373 — — 


Notes.—_-Latest figures are preliminary or estimated. For 1950-52, actual totals are shown for 
construction, equipment and other domestic investment. Business sales and stocks, money supply, 
bank loans and consumer credit show amounts outstanding at the end of the period. Moody’s 
spot commodity index shows high and low, 1950-52, and end-month figures this year; other 
commodities show monthly averages. Investment figures, 1953, are quarterly and at annual 
rates. Weekly bank loans are derived from partial returns only. Budget figures are cash totals 
1950-52, and quarterly 1953. 


| ECONOMY STILL IN BALANCE 

There has been no great change in underlying business conditions, and industrial 
production (based on 1935-39 aS I00) was maintained over the two months to 
June at 241. Holiday influences will make the index for July slightly lower. 
Factory employment and hourly earnings were without major adjustment in May, 
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but weekly pay-rolls were again slightly below previous levels. Business sales 
declined from an April level of $50,000 millions to $49,300 millions, with stocks 
rising from a (revised) April figure of $76,500 millions to $77,100 millions. Personal 
incomes again rose in the second quarter of the year, to an annual rate of $285,000 
millions against the January-March level of $281,000 millions. Net savings re- 
mained at S per cent. of disposable incomes. 

Tota! instalment credit for May was $26,700 millions; it has risen by as much 
as $5,000 millions in the last vear, including about $2,000 millions in the last five 
months. Motor purchase finance has accounted for a major share of the rise. 
Commodity prices have held relatively firm and the Moody index rose from 417.5 
to 427.1 in the month to July 17——partly because of the recent rise in crude oil 
prices (the first for about five vears). Farm prices remain weak, but a fall in them 
would be less influential in setting off a “‘ recession’ than some agricultural 


propagandists suggest. 


International Banking Review’ 


Australia 
KFICIAL returns show that there was a favourable balance on visible trade of 
{A358 millions in the year to June 30, 1953, compared with a deficit of £A378 
millions in 1951-52. On the basis of the increased external reserves that 
have resulted, the Federal Government made further relaxations in import control; 
these are discussed on page 62 of this issue. 

There was a budget surplus of £A13.1 millions in the year ended June 30, 1953, 
compared with an original estimate of a surplus of only £Ao.5 millions. The 
lederal Treasurer stated that the results for the past budget year implied that it 
would be possible to make further tax reductions in the budget for 1953-54. 


Brazil 

It has been announced that allocations of foreign exchange at the official rate 
will in future be granted for all imports entering the country under licence. This 
presumably ends the system under which Brazilian traders were allowed to import 
certain goods into the country with exchange purchased in the free market, leaving 
that free market open mainly to foreign investors, invisible transactions and 
exporters of over-priced products. 

A report prepared by the National Federation of Commerce asserts that the 
free exchange law has failed to stimulate the export of over-priced products 
because different premiums have been fixed, instead of a single one representing 
approximately the depreciation of the cruzeiro. The report recommends that a 
number of products now excluded should be brought within the scope of the 
free market. 

The newly-appointed Exchange Director of the Bank of Brazil has said that 
the Exchange Department will intervene actively in the free market; but that 
official intervention will be undertaken solely to minimize fluctuations arising from 
purely speculative activity and will not be aimed at supporting the exchange rate. 


Canada 


A new finance and development company has been formed in Toronto by a 
group of London and New York banking houses and Canadian business associates. 
The object of the new enterprise, to be known as the Triarch Corporation, is to 





* News of United States banking now appears in the new monthly feature ‘‘ American 
Review '’ (see page 116). Brief editorial discussion of particular items of international banking 
news appears in ‘‘A Banker’s Diary’’ (pages 59-64 in this issue). 
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provide finance and technical experience for the development of the natural 
resources and expanding industry and trade of Canada. The authorised capital 
is $10 millions, but only 10 per cent. of this amount is to be issued at the outset. 
The London group, which is headed by S. G. Warburg & Company and Helbert 
Wagg & Company, holds the majority of the new company’s capital. Other 
London participants are Glyn Mills and Company and a number of other institutional 
investors. 

The Finance Minister, Mr. Douglas Abbott, has estimated that the Federal 
Government showed a surplus of $24 millions in the fiscal year ended June 30, 
1953. [The surplus was equivalent to about one-half of 1 per cent. of total revenue. 


Chile 


The Minister of Economy, Senor Tarud, has announced that Chile ts to end 
its multiple exchange rate system and peg the peso at a rate of 100 to the American 
dollar. He also stated that the Government planned to cut official expenditure, 
by 1,500 million pesos and balance the budget in 1954 as its contribution to the 
fight against inflation. 

China 


The Communist Government has authorised settlement in sterling for many 
exports to Japan. Trade between the two countries had previously been arranged 
entirely on a barter basis. 

Arrangements have been made with a group of visiting British business-men 
for an exchange of goods between the People’s Government and Britain to a 
value of 430 millions on either side. The trade will be financed on a sterling basis. 
As a number of the items that British business concerns are planning to send 
to China under the agreement are subject to U.K. export restrictions, it is uncertain 
at present whether the whole of the business envisaged will in fact be transacted. 


Denmark 

The Danish authorities have indicated to the International Monetary lund 
that they are unwilling at the moment to abandon the dollar retention system 
for promoting exports to hard currency countries. They will, however, be pre- 
pared to discuss the matter at the end of 1954. It was claimed Denmark’s use 
of this system was purely defensive and that she could not consent to clispense 
with it while other countries operated such arrangements. 

Controls over exports of industrial products to E.P.U. and dollar area countries 
have been abolished, but additional restrictions have been placed or similar 
exports to countries outside these areas. 


Egypt 
A new law governing joint stock and limited lability companies is in prospect. 
The text lays down that only 49 per cent. of capital need be subscribed by 
Egyptians, and that if this amount is not obtained within a determined period, the 
money may be secured from any persons irrespective of their nationality. In the 
case of companies of national importance, however, the Cabinet may fix the 
minimum Egyptian subscription at 60 per cent. To safeguard the interests of small 
shareholders, the law provides that if 25 per cent. of the shareholders in the case 
of banks and 20 per cent. in the case of other companies so demand, they may ask 
for a court order to inspect the company’s books and accounts on condition that 
such an application is supported by evidence of maladministration. 
France 
The new Laniel Government has secured Parliamentary approval for its Finance 
Bill. The bill provides for additional revenue of some Frs. 60,000 millions from 
an increase in the petrol duty and other taxation measures. It also entitles the 
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Government to borrow another Frs. 110,000 millions from the Bank of France and 
to enact extensive financial reforms. The Government has not revealed its plans 
for exploiting its new powers, but the Finance Minister, M. Faure, has indicated 
that there may be a review of investment policy to eliminate uneconomic projects. 


German 

The German Federal Government has agreed, in talks with the International! 
Monetary Fund, to abolish its dollar retention scheme by the end of this year. 
Announcing this decision, the Minister of Economics, Professor Erhard, stated 
that the scheme had helped to liberalize trade with the dollar area, but that in 
future the Government would try to achieve this purpose through methods more 
compatible with I.M.F. rules. 

Greece 

The Government's new plan for economic re-construction provides for expen- 
diture equivalent to £84 millions over a period of three to five years, of which 
rather more than a half will be in foreign currency. The plan should produce an 
annual saving of about £32 millions of foreign exchange. Discussions on the new 
plan and other aspects of Greek economic aftairs have been proceeding with the 
American and British Governments. 

According to the Minister for Economic Co-ordination, the country’s gold and 
foreign exchange reserves now amount to about 435.7 millions against £21 millions 
ad Vear ago. 

India 

Import quotas for some goods are to be raised in the second half of 1953. It is 
estimated that the concessions will entail an increase in imports of the order of 
{4 millions per annum. 
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The Government has made an issue of Rs. 750 millions of 8-year bonds at 
34 per cent. Subscriptions can be either in cash or through the surrender of 
3 per cent. bonds, 1953-55. 

The annual report of the Reserve Bank of India for 1952 states that the 
adjustment of the banking system to the more stringent monetary policy intro- 
duced in November, 1951, has taken place smoothly. The raising of bank lending 
rates after the increase in Bank rate is stated to have discouraged less essential 
borrowing and brought down the credit supply from the excessive levels reached 
in the 1951-52 period. It is stated that finance to meet seasonal credit requirements 
was provided by the Reserve Bank itself through loans against Government 
securities and through the new bill market. 


Japan 

Mr. Nobuhiko Ushiba, the special representative of the Ministry of Inter- 
national Trade and Industry who recently visited several European countries, 
has urged that steps be taken to develop exports to Western Europe by concen- 
trating on high quality goods at low prices. 

A mission from the International Monetary Fund has visited Japan to discuss 
with Government officials the Japanese foreign exchange control arrangements, 
including the exchange retention scheme for promoting exports. 

The Finance Minister has denied rumours that the currency is to be devalued 
from 300 to 400 ven to the U.S. dollar, arguing that the existing rate must be 
maintained at any cost ‘‘ to enhance Japan's position in the international economy 
and increase international confidence in Japan’s financial strength ’ 


Mexico 
The currency stabilization agreement with the United States, first concluded 
when the Mexican peso was devalued in 1949, has been renewed until the end of 
1955. The stabilization fund which the United States places at Mexico’s disposal 
under the agreement has been increased from $50 millions to $75 millions “ in 
keeping with the growth of Mexican production and the increase in trade and 
financial transactions between the two countries ”’ 


New Zealand 
The net overseas assets of New Zealand banks rose to 4117 millions at the end 
of May—the highest level since August, 1951, and only {6.4 millions below the 
all-time record figure reached in July of that year. The end-May total showed an 
increase of 440 millions, or nearly 52 per cent. on the vear. _ 


Pakistan 

The Central and Provincial Governments have been granted extended powers 
to control the price, distribution and consumption of most consumer goods. 
Provincial authorities and States have also been asked by the Central Government 
to open “‘ fair price ’’ shops and consumer co-operative stores on an emergency 
basis. Provincial authorities have also been empowered to ask traders to declare 
their stocks and profit margins. 

The external balance took a turn for the better in the first quarter of 1953. 
Exports exceeded imports by Rs. 52.6 millions, whereas in the last quarter of 
1952 there was a visible trade deficit of Rs. 68.3 millions. 


Persia 


The American authorities have announced that Persia will receive no more 
economic aid from the United States until it has undertaken to pay adequate 
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compensation to the Anglo-Iranian Oil Company for confiscation of its properties 
and loss of oil revenue. 

A bank has been established for the purpose of promoting exports. It will 
provide credit and technical advice to foreign traders as well as to those engaged 
in export production. The bank may subscribe share capital to new companies 
that it believes will help to promote Persian exports. 


South Africa 


The annual report of the Reserve Bank for the year to March 31, 1953, States 
that foreign exchange resources other than gold fell from £73.3 millions to £67.7 
millions. The bank bought gold to the value of {89.9 millions from the mines, 
and re-sold {56.5 millions to the Bank of England. The report explains that 
owing to the temporary dollar surplus, $10.1 millions of a revolving credit granted 
by a group of American banks was repaid towards the end of the period. A credit 
of £3 millions extended by a group of Swiss banks matured and was repaid, but 
a new credit of £2.5 millions was arranged with the same banks. 

An article in the quarterly bulletin of the Reserve Bank estimates that gross 
domestic capital formation in 1952 amounted to {£279 millions, compared with 
£353 millions in 1951. These are levels that have not previously been approached. 

The Standard Bank of South Africa has made an issue of 2 million 41 shares 
to existing shareholders at a price of 30s. per share. The additional money is 
intended to strengthen the ratio of the bank’s capital and reserves to sight liabilities. 

The Finance Minister, Mr. Havenga, stated on his return from the _ post- 
Coronation Commonwealth Conference that he had the support of all sterling 
countries and several important European states for an increase in the price of 
gold, but that as America “ held the key "’, positive action might still be delaved. 


Switzerland 


The International Bank for Reconstruction and Development has made its 
third public offering in Switzerland. The issue of Swiss Frs. 50 millions of 15-year 
bonds at 33 per cent. was made by a Swiss banking group, and is stated to have 
been heavily over-subscribed. 

Yugoslavia 

Arrangements are stated to have been made for economic aid by the United 
States, Britain and France to Yugoslavia for a total value of {21.1 millions in the 
vear to June 30, 1954. During the twelve months to June 30, 1953, Yugoslavia 
received aid to the tune of #51.8 millions from these countries. The bulk of the 
1953-54 assistance will come from the United States, Britain's share being 43 
millions and the French contribution the equivalent of £2 millions. 














ROTTERDAMSCHE BANK 


ROTTERDAM —- AMSTERDAM 


CAPITAL AND RESERVES f 75.000.000.- 
ESTABLISHED IN 250 PLACES IN THE NETHERLANDS 
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Appointments and Retirements 


a 





Barclays Bank—Bristol Local Head Office: Mr. G. C. Hayter-Hames, a local director at Exeter, 
to be a local director. Reading Trustee Dept.: Mr. M. A. W. Vale, from Oxford, to be manager. 
Dulwich, East: Mr. T. E. V. Moon, from Piccadilly Circus, to be manager. Woodford Green, 
High Road: Mr. B. B. Boyd, from Lea Bridge Rd., to be manager. Budleigh Salterton: Mr. 
W. S. Prideaux, from Torquay, to be manager. Camelford: Mr. L. J. Hancock, from Liskeard, 
to be manager. Dorchester: Mr. J. H. E. Downe, from Budleigh Salterton, to be manager. 
Liskeard: Mr. P. j. Willcocks, from Camelford, to be manager. 

District Bank—Mr. D. F. Pollard, a chief general Manager since 1949, is to retire at the end of 
September after 45 years’ service. Head Office: Mr. W. Mitchell to be deputy chief general manager ; 
Mr. A. W. Goodall, from Loyd Entwisle, to be manager in his place. Lovd Entwisle: Mr. R. 
Wolfendale, from Trafford Park, to be manager. Tyvafford Park: Mr. R. E. Bishop, from Head 
Office, to: be manager. 

Lloyds Bank—Alresford: Mr. A. Walker, from Wadebridge, to be manager. Chester: Mr. T. 
Barron, from York, to be manager on the retirement of Mr. W. L. Wilson. Cranleigh: Mr. O. A. 
Coleman, from Chichester, to be manager. Dudley: Mr. L. E. Gale, from Tipton, to be manager. 
Eastleigh: Mr. A. T. Tilsley, from Cranleigh, to be manager on retirement of Mr. N. L. Flower. 
Kentish Town: Mr. J. E. Tatham, from Greenford, to be manager. Middlesbrough: Mr. T. S. 
Aitken to be manager. St. James’s St., S.W.: Mr. A. Pullan, from Norwich, to be manager on 
retirement of Mr. C. V. Allen. South Molton: Mr. W. R. Downing, from Wincanton, to be 
manager on retirement of Mr. J. S. Caines. Stepney: Mr. R. C. B. Gore, from Edgware, to be 
manager on retirement of Mr. G. H. Leech. Liverpool, Victoria St.: Mr. G. E. Brierley, from 
Exchange, to be manager. Wincanton: Mr. W. H. Chapman, from New Swindon, to be manager. 
Martins Bank—Clithero: Mr. C. Tindall, from Rotherham, to be manager. Earby: Mr. J. M. 
Ogden, from Colne, to be manager. Leicester: Mr. A. S. Tillotson, from Shipton, to be manager. 
Rotherham: Mr. J. Abbott, from Nelson, to be manager. Rugby: Mr. R. W. Lawson, from 
Liverpool, to be manager of this new branch. Shrewsbury: Mr. K. Harris Hughes, from 
Wrexham, to be manager of this new branch. Wvrexham: Mr. H. G. Jones, from Cardiff, to be 
manager. York: Mr. B. Sills, from Shefheld, to be manager. 

Midland Bank—Head Office: Mr. H. H. Thackstone, formerly chief foreign manager, to be an 
assistant general manager. Mr. G. B. Stewart, from Preston, to be a superintendent of branches. 
Mr. T. Dixon, from Cornhill, to be chief cashier, Branch Treasury, on retirement of Mr. G. A. 
McAuliffe. Overseas Branch: Mr. E. J. W. Hellmuth, from Poultry and Princes St., to be 
manager in succession to Mr. H. H. Thackstone. Lee Green: Mr. R. Baker, from Leicester 
Square, to be manager on retirement of Mr. H. C. Coombs. Edgware: Mr. L. R. Tarlton, from 
Waltham Cross, to be manager in succession to Mr. R. C. Priest. Hawes: Mr. G. W. Newton, 
from Northallerton, to be manager on retirement of Mr. W. Hall. Parkstone: Mr. E. J. Millett, of 
Lee-on-the-Solent, to be manager on retirement of Mr. W. A. Fickling. Waltham Cross: Mr. 
C. G. Jowett, from Letchworth, to be manager in succession to Mr. L. R. Tarlton. Wealdstone: 
Mr. D. G. E. Jones to be manager on retirement of Mr. G. C. Chapman. Whitton: Mr. L. C. 
Osborne to be manager of this branch, formerly under the same management as Twickenham 
branch. 

National Provincial Bank—Tottenham: Mr. C. A. R. Spencer, from Willesden Green, to be 
manager. Brigg: Mr. F. A. Roberts, from Stowmarket, to be manager on retirement of Mr. 
W.R.H. Faulder. Bristol, Old Bank : Mr. A. R.S. Whiley, assistant manager, Bristol, to be manager 
on re-opening. Chatteris: Mr. A. Appleyard, from Bourne, to be manager on retirement of Mr. 
N. W. Price. Chippenham: Mr. W. L. Knight, from Gloucester, to be manager on retirement 
of Mr. E. Watts. Exeter: Mr. W. A. Slee, from Newport, I.W., to be manager on retirement 
of Mr. J. W. Goss. Markets, Leeds: Mr. F. L. Clarke, from Newport, to be manager. Newport, 
I.W.: Mr. H. W. Higgs, from Southampton, to be manager. Parkstone: Mr. E. D. Howell 
to be manager. Junction, Southampton: Mr. J. P. Lancaster, from Parkstone, to be manager. 
Westminster Bank—Ashbourne: Mr. F. V. Stirland, from Bakewell, to be manager on retire- 
ment of Mr. R. Pearson. Bakewell: Mr. J. A. Houghton, from Melton Mowbray, to be manager. 
Cowes: Mr. C. T. B. Wright to be manager on retirement of Mr. E. Best. Cvranleigh: Mr. J. dos 
S. Pereira, from Tonbridge, to be manager. Grosvenor Gardens: Mr. G. R. Colliss, from Mincing 
Lane, to be manager. Kidderminster: Mr. L. Sinclair, from Dudley, to be manager. Kunights- 
bridge: Mr. H. T. Hassall, from Grosvenor Gardens, to be manager on retirement of Mr. G. 
Mallett. Melton Mowbray: Mr. A. A. Cart, from Uttoxeter, to be manager. Newport, I.W.: 
Mr. F. C. Foskett, from Cranleigh, to be manager. Oxford East: Mr. H. T. Foster, from 
Headington, to be manager on retirement of Mr. D. Grammar. St. Albans: Mr. G. W. Tidy, 
from Newport, I.W., to be manager on retirement of Mr. J. H. Oliver. 

Williams Deacon’s Bank—Sir Edwin Savory Herbert, LL.B., and Mr. Walter Robert Ballantyne 
have been appointed to seats on the Board. Mr. John McArthur Thomson has resigned from 
a Manchester, Head Office, Overseas Dept.: Mr. L. Britton to be manager on retirement 
of Mr. J. C. Ford. 
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Banking Statistics 


Trend of “ Risk” Assets 
(Figures in italics show percentages of gross deposits) 
Actual Change in: Advances plus Investments 
({mn.) ({mn.) Ratio 
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Get... Nov., Dec.-May, June, Oct., Apr., May., June, 
1951 IQ51 1951-53 1953 1953. 1953 1953 
Barclays: 
Advances a il 368 .: 371.0 5-5 + 9. 
%o -* *- . 290.3 : : 64.7 63.2 
Investments .. _ 314. 425.7 + 35-4 ) 
Yo 5. 33-6 
Lloyds: 
Advances 
O/ 


/0 
Investments 
o/ 


/O 
Midland: 
Advances nia 
Yo _ - : 30. 
Investments .. “s vl 433. 
0 


2 


/O ilies _s 
National Provincial : 
Advances i oh 5. 298. 
70 . . 35. 37 - 
Investments .. oe ‘a 230. 
) > 
oO *- *-* ._- 25 . 
Westminster: 
Advances és si .6 249.: 
0 3I. 
Investments .. + ; 263. 
0 >»? 
 s fe vs 33+ 
District: 
Advances ~ ~ 62. 
of = ~ 5.6 26. 
Investments .. ag 71.8 gI. 
¢ "le *-e *- al aie 35. 
Martins: 
Advances on fe gl. 
yA és ie ‘ 29.: 
Investments... - : 102. “+ + 2.0/{ 
%o. ss we Si 33. J 
Eleven Clearing Banks: 
Advances ee .. %¥,807.0 1,025. — 162. ». 1) 
yA i ~ : oy. 
Investments... oe 3,585.2 . 252. +103. + 13.3 
of 7 - 5. 33 J 


Trend of Bank Liquidity 


1952 








Apr. May June Sept. Oct.f Dec. Apr. 
oO o/ / 0 O/ oO 


0 0 

at. 

41. 31. 
34- 34- 
29. a0. 
35- 37- 
33-9 34- 
33- 35- 


Liguid Assets :* ; 3 J Mo % 0 
Barclays «| a 32.8 33. $3.6 393.1 35: 3 24.0 35. 
Lloyds Ks , 32. ‘SELB 92: 33-9 35. 33. “as. 
Midland 32. a2. 34. 35-0 36. 
National Prov. 31. 32.6 34. 34. 38. 
Westminster 30. 32. 34.. , 34- 36. 
District 29.5 33- 35.6 9 36 39. 
Martins - 34.3 37.8 40. .6 36. 38. 
All Clearing 

Banks .. .0 j 2 31.6 32.9 34. .0 34.4 36.0 33.0 32.4 33. 


* Cash, call money and bills. + Eve of “‘new”’ monetary policy. { After second Funding. 
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Banking Trends over Thirty Years* 
“ Risk ”’ Assets 





Liquid Assets 

















Net Invest- Combined 
Averages Deposits Actual Ratio T.D.R.s ments Advances’ Ratio 
of Months: {mn. {mn. y A £mn. £mn. yA 
1921 1,759 680 38 _ 325 833 64 
1922 1,727 . 658 37 ~ 391 750 64 
1923 1,628 581 35 ao 350 761 67 
1924 1,618 545 33 naan 341 808 69 
1925 1,610 539 32 —- 286 856 69 
1926 1,615 532 32 -= 265 892 70 
1927 1,661 553 32 = 254 928 69 
1928 1,711 584 33 ee 254 948 68 
} 1929 1,745 568 32 “_ 257 991 69 
1930 1,751 596 33 awe 258 963 68 
1931 1,715 500 32 —- 301 919 69 
1932 1,748 61! 34 en 345 844 67 
1933 1,909 668 34 —e 537 759 66 
‘ 1934 1,834 576 31 me 560 753 70 
1935 1,951 023 31 — O15 769 69 
1936 2,088 692 32 --- 614 839 68 
1936 2,160 713 32 —— 643 865 68 
1937 2,225 683 30 “ne 652 954 7 
1938 2,218 672 30 -- 637 976 71 
3 1939 2,181 648 29 — 608 991 71 
1940 2,419 735 31 73 666 955 05 
1941 2,863 676 23 495 894 858 59 
1942 3,159 712 22 642 1,069 797 57 
‘ 1943 35554 72 20 1,002 1,147 747 2 
1944 4,022 788 19 1,387 1,165 750 46 
1945 4,551 886 19 1,811 1,156 768 4I 
1946 4,932 1,280 25 1,492 1,345 888 44 
1947 5,463 1,646 29 1,308 1,474 1,107 46 
r 1948 5,713 1,703 29 1,284 1,479 1,320 47 
: 1949 5,772 1,920 32 983 1,505 1,440 49 
1950 5,811 2,345 39 430 1,505 1,603 2 
1951 5,931 2,308 38 247 1,624 1,822 56 
1952 5,356 2,097 34 —- 1,983 1,838 62 
1951: 
be Oct. f 5,981 2,423 39.1 177 1,555 1,897 55-7 
Nov.T 5,973 1,981 32.0 108 2,033 1,925 64.0 
1952: 
April 5,715 1,895 31.6 — 1,934 1,953 64.9 
j May 5,697 1,944 32.9 — 1,932 1,891 64.8 
“/ June 5,817 2,106 34-7 — 1,917 1,860 62.3 
Sept. 5,927 2,327 38.0 <= 1,92! 1,748 59-9 
Dec. 6,154 2.327 36.0 = 2,148 1,749 60.4 
1953: 
$ March 5,842 1,994 32.9 a 2,122 1,799 64.8 
‘J April 5,822 1,962 32.4 — 2,119 1,814 64.9 
May 5,865 2,042 33.6 — 2,123 1,772 64.0 
June 6,023 2,192 34.6 a 2,136 1,763 63.5 
*Ten clearing banks for 1921-35, thereafter eleven except for italicized line for 1936. 
t Bank statements immediately before and after the launching of the ‘‘new’’ monetary 
____§§ Policy and the first special funding operation. 
June Fl , 
0) oating Debt 
33:3 July 12, June 20, June 27, July 4, July 11, 
33.0 . 1952 1953 1953 1953 1953 
37.5 Ways and Means Advances: £m. fm. £m. fm. fm. 
33.5 Bank of England — —- 5.0 ~—- 2.3 
36.0% . Public Departments 303.1 277.6 252.3 239.8 255-3 
34.48 lteasury Bills: 
35.4 Tender .. “i - 2940.0 3180.0 3170.0 3170.0 3190.0 
“i xs i e 1462.7 1385.0 1427.8 1438.2 1430.0 
4705.8 4542.0 4355-1 4545.0 4877.6 
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National Savings 
(£ millions) 

Savings Savings 
Certi- Defence Savings Certi- Defence Savings 
ficates Bonds Banks Total ficates Bonds Banks Total 
(net) (net) (net) Small (net) (net) (net) Smal 
— 4. 20.3 6.4 - 18.4 1951 June .. 4. Oo. —12.8 — 7,7 
- 7. 5.8 8.3 - 4-7 July .. —16.8 — 16,3 
AME. « — 4.9 — 10,2 
58. I Sept. eo 9 
6.7 Oct. I2. 
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Britain’s Gold and Dollar Reserves 
(Millions of U.S. dollars) 


Net Financed by : Reserves § 
Deficit at end ol 
U.S. and Purchases S. African Change Period 
Canadian from Gold American in 
Credits I.M.F. Loan Aid Reserves 

1123 —— — — + 220 2696 

3273 240 oo ~- —- 618 2079 

352 128 325 682 — 223 1856 

116 52 - 1196 —- 168 1688 

45 — — 762 +1612 3300 

“— —_ — 199 - 965 2335 

— ~- — 428 - 489 1846 





I —- 635 1700 
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— 1685 
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WESTMINSTER BANK LIMITED 


























Who looks after the financial side 
of overseas shipments ? Who searches 
out the facts about foreign buyers and 
markets . . . Someone in your organisa- 
tion could save a lot of time and trouble 
by enlisting the aid of the Westminster 
Bank. The Bank has great experience in 
all matters of foreign trade. It possesses, 
too, a fund of commercial information 
which exceeds that available to any but 
the largest concerns. May we suggest 
then, that you will find it profitable to 
read the Bank’s booklet ‘Foreign 
Business Services’, in which these Pl 





special facilities are fully des- \ 

cribed. Any branch will gladly 3% 

supply a copy. ee. a 
i *% 
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LONDON AND MANCHESTER ASSURANCE 
COMPANY, LIMITED. 


HE 84th Annual General Meeting was 
held on July 15, 1953, at the Chief Office, 
Finsbury Square, London, E.C.2. 

The following is an extract from the state- 
ment by the Chairman, Lord Grantchester, 
O.B.E. (formerly Sir Alfred Suenson-Taylor) 
which has been circulated, together with the 
Accounts, for the year ending March 24, 1953. 


Accounts 

The premium income from all branches 
advanced by £180,000 and exceeded 46,000,000, 
showing the continuing progress of the 
Company. 

The gross rate of interest earned on the 
Ordinary Branch Life Fund was #4 13s. od. 
per cent. and on the Industrial Branch Life 
Fund £4 12s. 11d. per cent., which in each case 
is 3s. 4d. per cent. better than last year (part 
of which increase is, however, due to the effect 
of last year’s large transfers to Investments 
Reserve Fund). The net rate earned was 
#3 11s. 1d. per cent. compared with £3 gs. od. 
per cent. last year in the Ordinary Branch and 
{4 4s. 6d. per cent. compared with £3 19s. 1od. 
per cent. last year in the Industrial Branch. 

Including the transfer to the Staffs’ Pension 
Fund as an expense, the expense ratio in the 
Ordinary Branch was 13.9 per cent. showing a 
small decrease on last year’s figure, whereas 
the Industrial Branch expense ratio, similarly 
calculated, remained unchanged at 30.8 per 
cent. 

Investments 

Last year it was necessary to make sub- 
stantial transfers to Investments’ Reserve 
Fund to meet the depreciation suffered mainly 
on the Company’s holding of Government 
securities. The position as regards depreciation 
was materially better on March 24, 1953, as 
compared with the position a year earlier. 

Nevertheless, the future is by no means yet 
‘ set fair,’’ and your Directors, while resuming 
the policy of declaring a reversionary bonus to 
policy-holders in both branches for the past 
year, have deemed it desirable to exercise 
caution against the possibility of renewed 
depreciation which might follow upon another 
deterioration in the nation’s balance of pay- 
ments, for the Chancellor has made it clear 
that in such an event he ‘‘ would not hesitate 
to use the monetary weapon,’ which might 
include the raising of the Bank rate. 


Labour Party Proposals 

It is unfortunately necessary for me to refer, 
briefly, to the new proposals of the Labour 
Party published a few weeks ago in so far as 
they appear to affect our business. The answer 
is very plain: no one has the right to decide 
such a matter except the people themselves in 
their day to day activities and it is an imperti- 
nence for anyone or any Party to indulge in 
pretensions of superior knowledge of such a 
complex subject covering so vast a field. Ina 
free market economy what governs production 
is the vote, often cast several times a day, by 


the bread-winner or by the housewife when 
they exercise their choice in selecting a pur. 
chase in a shop or in an insurance office. If any 
manufacturer, or for that matter any insurance 
company, is intelligent enovgh to anticipate a 
sufficient demand, they will be _ fortunate 
enough to make a profit. If they do not do 
so they will soon be out cf business. The 
concept of profit is therefore a function of 
primary importance indicating as it does how 
far the public is being served as it wishes, 
Expectation of profit is the incentive which 
calls for service and the realisation of profit 
the criterion by which investors must judge. 

Any other criterion is fraught with grave 
risk of loss to those who, by restricting their 
immediate consumption, have performed a 
most useful social function by their saving 
through the medium of insurance or other 
channels. It is of special interest to us, because 
of the importance of our business in its relation 
to national saving, to know that the exhaustive 
Report of the Bank of International Settle. 
ments published last month states that 
experience has shown that it is an illusion to 
count on overall budget surpluses for any per- 
manent contribution to meet the requirements 
of industries and that what is necessary isa 
revival of personal saving made possible by 
reductions in taxation. Every member of our 
staff, when he sells a policy, is helping to realise 
the hopes of the Chancellor that the gap in his 
Capital Balance Sheet will be bridged through 
personal saving. 

The Labour Party’s proposal to prescribe by 
statute on the distribution or ploughing back oi 
profits is a further attempt to relieve Directors 
of their responsibilities and to decide “ex 
cathedra ’’ by a tribunal less conversant with 
the relevant considerations vital to the business 
than those upon whom the responsibility now 
rests. 

The salutary influence of a body of share- 
holders upon their Board ensures generally 
among other beneficial effects that a balance is 
held between conservation and distribution. 

The London and Manchester is a Company 
which is out quite unashamedly to make a 
profit because the making of a profit is evidence 
that we are meeting a wide need with due 
economy in administration and are pleasing 
large numbers of the public. When we have 
demonstrated that fact we share that proit 
with those through whom it has been won, to 
whom we pay back a far larger proportion of 
profit than to anyone else. To policy-holders 
in the Industrial Branch who have no cot 
tractual right to participate in profits, we have 
allocated, out of profits, no less than three 
million pounds since we started this practice 
in 1928. 

May I say that, in our opinion, the general 
body of policy-holders would not welcome the 
creation of a “‘ Juggernaut ”’ of an amalgama- 
tion to take the place of many rivals and com 
petitors, large and small. 
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VOLKSKAS LIMITED 





Summary of Chairman’s Statement 





HE nineteenth annual general meeting 
of shareholders of the Bank was held 


in Volkskas Building, Central Street, 

Pretoria, on Saturday, 27th June, 1953, at 
10.30 a.m. 

At this meeting, Professor A. I. Malan, 


Chairman of the Board of Directors, reviewed 
the general economic scene in the Union. 

Professor Malan said that the agricultural 
industry, the mining industry and the manu- 
facturing industry, which are our three most 
important productive enterprises, are also the 
three pillars upon which our whole economy is 
superimposed. Conditions in these industries 
determine, to a large extent, conditions in 
nearly all other sectors of our economy, such 
as in the distributive trades, banking, etc. In 
looking at the general tendencies prevalent 
in these three basic industries one can usually 
form a fair opinion as to the expectations, 
for the short period at least, for our entire 
economy. 

According to preliminary figures, it appears 
as if we are going to have a very satisfactory 
agricultural season—at least when compared 
to last year when we not only had a maize 
crop failure but when a substantial drop in 
overseas wool prices caused a lower level of 
farm income in that year. This year, however, 
we are expecting a record maize crop and the 
relatively satisfactory wool prices realized in 
the present season, will mean an increase in the 
income of our farming community of about 
{40 million over last year’s figure. Such a 
substantial increase in the buying power of 
our farmers must surely have a _ beneficial 
effect on the distributive trade and in many 
cases on manufacturing industries, as well as 
on other types of business enterprise. 

In our mining industry conditions are 
presently fairly favourable but when we look 
at the future possibilities and potentialities of 
this important industry we can come to no 
other conclusion that it still has a big role to 
play in our country’s future development. 
With the rapid development of the Free State 
gold mines, with more active attention paid to 
the development of our base minerals and with 
the undoubted increasing importance of our 
uranium production, our mining industry has, 
so to speak, received a new lease of life and 
is still far away from the ‘‘ wasting asset ”’ 
which it is sometimes called. For many years 
to come our mining industry will still be one of 
the most important pillars in our national 
economy. 

Our secondary industries find a_ steady 
demand for its products, and in some cases 
even an increasing demand. With some raw 
materials becoming more easily obtainable and 
in conjunction with increased demands from 
the agricultural and mining sectors, is indeed 
favourable. High levels of output and full 
employment are in store for this year at least. 

With the outlook for our most important 
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productive enterprises relatively good, we 
may therefore expect booming conditions in 
nearly all other subsidiary enterprises such as 
retail and wholesale trade, banking, finance, 
insurance, transport, building, etc., for the 
next year or SO. 

Despite fears of a depression in the United 
States as a result of the possible curtailment of 
defence expenditures, a depression which, if 
it comes, would affect nearly the entire world, 
including South Africa, there appear to be 
no statistical indications to support these 
fears. On the contrary, the official view, which 
is shared by many private observers, is that 
output and employment in the United States 
will be very high this year, and that a depres- 
sion is not imminent. 

Further, Professor Malan said :— 

‘“ [ now have pleasure in herewith submitting 
to you the 19th Annual Report and Accounts 
of your Bank for the financial year ended 
31st March, 1953. 

‘As in the past, your directors can again 
report sound progress in the affairs of your 
Bank. 

‘* During the financial year now under review 
six new branches of your Bank were opened, 
viz., at Parys, Dewetsdorp, Volksrust, Uiten- 
hage, Sasolburg and Willowmore. During the 
same period three new agencies were also 
established so that, as at 31st March, 1953, 
your Bank had a total of 96 branches and 26 
agencies in the Union and South West Africa. 
Four further branches, viz., at Kempton Park, 
Vanderbijlpark, Koppies and The Strand will 
be opened shortly. The shortage of trained 
personnel, referred to in the previous report, 
still remains a retarding factor in your Bank’s 
expansion programme. 

‘“In February last, £450,000 of the reserve 
capital, divided into 1,800,000 shares of 5S. 
each, were offered to the public by means of a 
prospectus at a premium of 6d. per share and, 
as you probably noted from the Press, this 
issue was considerably over-subscribed, but 
your directors are pleased that they were 
nevertheless able to allot to existing share- 
holders the full nunrber of shares applied for 
by them. 

‘The paid-up capital of your Bank now 
amounts to {2,250,000 and only £250,000 of 
the authorised capital is held in reserve. Your 
Bank at present has more than 11,000 share- 
holders. 

‘“ From the Statement of Revenue, Expendi- 
ture and Surplus, appearing elsewhere in this 
report, you will observe that, after all operating 
and administrative expenses have been de- 
ducted, and after write-offs and provisions have 
been accounted for, an amount of £135,000 has 
been set aside for a proposed dividend of 6% 
on paid-up capital. It is further proposed to 
increase the General Reserve by £130,000 and 
to carry forward an amount of £51,794 14s. 3d. 
as undistributed profit to the next financial 
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year. 
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LIMITED 





Extension of Activities 





Increase of Issued Capital 





Sir Strati Ralli’s Statement 





HE 23rd annual general meeting of The 
Orion Insurance Company, Ltd., was held 
on July 16, at 70/72, King William Street, 
London, E.C.4, Sir Strati Ralli, Bart., M.C. 
(the chairman), presiding. 


The secretary (Mr. R. H. J. Westoby) read 
the notice convening the meeting and the 
report of the auditors. 


The following is the statement by the chair- 
man which had been circulated with the report 
and accounts for the year ended December 
31, 1952. 

Before commenting on the results of the 
company for the year now under review, I take 
this opportunity of extending a very cordial 
welcome to our two new directors, Mr. W. A. 
Osborne and Mr. A. P. B. Guinness, whose 
re-election to the board you will be asked to 
approve at the coming annual general meeting. 
Mr. Osborne’s name is well known in insurance 
circles and he has had a wide experience, over 
many years, of all classes of insurance business. 
Mr. Guinness is one of the younger partners 
in the merchant banking firm of Guinness, 
Mahon & Co. We are confident that these 
gentlemen, in their separate capacities, have a 
valuable contribution to make to the successful 
administration of your company’s affairs. 


I am also glad to inform you that, with effect 
from April 28, 1953, Mr. Dudley Rybot Scholey 
has been appointed deputy-chairman of the 
board and of the company. 


In October, 1952, your company agreed to 
act as aviation underwriters in the United 
Kingdom for the Victoria Insurance Company, 
Ltd., of Melbourne, and, with effect from 
January 1, 1953, to act in the same capacity 
for the New India Assurance Company, Ltd., 
of Bombay. 


You will have seen from notices published 
in the Press earlier this year (a print of which 
has been enclosed with the accompanying 
accounts) that your company, in conjunction 
with certain insurance friends and associated 
concerns, participated in the formation of a new 
insurance company under the name of the 
‘“ Sphere Insurance Company, Limited.’’ Your 
company has a substantial, although not a 
controlling, interest in the ‘‘ Sphere ’”’ and has 
agreed to act as marine and aviation under- 
writers for that company. 


Marine Department 


In the marine department the net premium 
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income for 1952 amounted to {1,265,009 
compared with /1,215,517 for 1951. 

Total claims paid amounted to 78 per cent. 
of premiums compared with 84 per cent. in 1951, 
and expenses of management to 6.4 per cent. 
compared with 5.8 per cent. last year. 

The sum of £40,000 has been transferred to 
profit and loss account out of the 1950 closed 
underwriting account. 


The marine fund now stands at {1,375,474 
(108.7 per cent.). 

For reasons which are well known and have 
already been widely commented upon in reports 
of insurance companies this year, conditions 
in the marine market remain difficult and 
settlements at the end of the second year of our 
1951 underwriting account indicate that this 
will prove a lean one. 

The 1952 account, to date, shows some 
improvement in settlements although the 
account may not yet have borne the full 
burden of its share of the unfortunate and 
costly series of marine casualties which were 
sustained in the winter of 1952-53 and of the 
severe losses which arose from the disastrous 
floods experienced in February this year. 


Fire, Accident and 
Miscellaneous Department 


The net premium income in this account for 
1952 amounted to £866,057 compared with 
£827,080 for 1951. 

The increase in premium income of £38,977 is 
due to a substantial increase in the direct fire 
and accident business written by the company 
in the London market and through overseas 
agencies, offset by an agreed reduction in the 
excess of loss reinsurance business in which our 
company has for many years specialised. It 
is the board’s policy to bring about a better 
balance between direct and reinsurance busi- 
ness within this account and progress in this 
direction, during the past year, has_ been 
satisfactory. 

Claims incurred worked out at 79 per cent. 
on earned premium income compared with 
85 per cent. for 1951 and 92 per cent. for 1950. 
Commission and expenses together absorbed 
18 per cent. as compared with 15 per cent. 
The account generally has had a more favour- 
able experience than last year and after main- 
taining the unexpired risks reserve on our usual 
conservative basis of 50 per cent. which has 
involved a financing charge of £19,488, has 
yielded a modest profit of £28,268. 
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Profit and Loss Account 


After bringing in gross interest and dividends 
of £116,410 (£109,377) and the transfers from 
revenue accounts of £68,268 (£87,465) and after 
deducting directors’ fees £1,933 (£2,000), other 
expenses and audit fee {29,101 (£27,671), 
oversea taxation £3,853 (£2,590) and providing 
the sum of £110,000 (£145,000) for United 
Kimgdom taxation, the net balance for the 
year amounts to £39,791 (£19,581). To this 
has been added the sum of £87,691 brought 
forward from 1951 making a balance of £127,482 
available for distribution. 


Your directors recommend the payment of a 
dividend of 10 per cent., less income tax, for the 
year 1952 (same) which requires a net sum of 
{22,000 and, after transferring £2,000 to pro- 
vision for staff contingencies, there remains a 
balance of £103,482 to be carried forward. 


Balance Sheet 


The total of invested funds as shown in the 
balance sheet is £3,031,093, of which a large 
proportion is held in short-dated Government 
securities. 


Despite a further fall in security prices in 
1952 the market value or, where there is no 
quotation, the estimated value, of our invest- 
ments at December 31, 1952, was in excess of 
their balance sheet value. 


The total assets of the company now stand 
at {4,860,569 compared with /£4,342,722 last 
year. 


General Remarks 


The company’s business has undergone 
considerable expansion over the past five years 
in every direction and your directors are of the 
opinion that the time has again come when the 
issued capital of the company should be further 
increased. It is proposed, therefore, imme- 
diately following the annual general meeting, 
to invite shareholders to subscribe for a further 
50,000 Ordinary shares of £1 each at par in the 
ratio of one new Ordinary share for every eight 
Ordinary shares held, and provisional letters of 
allotment will be sent out in due course. The 
new shares will not, of course, rank for any part 
of the dividend recommended for the year 1952, 
but, otherwise, will rank pari passu with the 
existing Ordinary shares. The effect of this 
will be to increase the issued and paid-up 
capital of the company to £450,000. 


In closing, I know you will wish me to place 
on record our appreciation of the very good 
services rendered to the company throughout 
the past year by the management, senior 
officials and all members of our staff. 


To all our friends, both at home and oversea, 
many of whom we have had the pleasure of 
seeing in London during the past year, we also 
tender our thanks for the valued support they 
have given us and for their continued efforts on 
behalf of the company throughout the past year. 


The report and accounts were adopted and 
the dividend of 1o per cent., less tax, was 
approved. 
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THE CHARTERED BANK 
OF INDIA, 
AUSTRALIA AND CHINA 


(Incorporated by Royal Charter, 1853) 


HEAD OFFICE: 
38 BISHOPSGATE, LONDON, E.C.2. 


Capital (Paid up) 


Reserve Fund 


Reserve Liability of 
the Proprietors 


£3,500,000. 
£4,500,000. 


£3,500,000. 


Branches of the Bank are established 


at Manchester and Liverpool and at | 


most centres of commercial importance 


throughout Southern and South-Eastern 


Asia and the Far East. 











LIMITED 
24 LOMBARD STREET, LONDON, E.C.3. 


CAPITAL PAID UP - - & 1,400,000 
RESERVES — - - - - £2,300,000 








ANTONY MACNAGHTEN 











BANK AND FIRST CLASS TRADE BILLS DISCOUNTED 
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THE BRITISH BANK OF THE MIDDLE EAST 





Volume of Business Well Maintained 


Mr. R. V. Buxton’s Survey 


HE sixty-fourth ordinary general meeting 

of the British Bank of the Middle East 

was held on July 21 at 51 Gracechurch 
Street, London, E.C., Mr. R. V. Buxton, 
D.S.O., chairman of the bank, presiding. 


The Manager and Secretary, Mr. H. Musker, 
O.B.E., M.C., read the notice convening the 
meeting and the report of the auditors. 


The following are extracts from the chair- 
man’s statement:— 


In September, 1952, Lord Kennet, who had 
been your chairman since October, 1945, felt 
that the time had come to lighten his burden 
by resigning from the chairmanship. His 
period of office has been a most difficult one 
with many peculiar features which involved 
for him the carrying of a heavy load of re- 
sponsibility. 

The bank owes much to his farsighted 
leadership and.I am glad to inform you that 
he has consented to continue to serve as a 
member of the Board, who have elected me 
chairman in his stead. We have also elected 
to our Board Mr. M. R. Norman. His con- 
nections with the banking world will make him 
a welcome addition to our counsels. 


Dividend Raised to 10 per cent. 


Our financial year ended this year on March 
31 instead of the customary March 20. The 
reason for the selection of the latter date had 
been that it coincided with the end of the 
Persian financial year. Now that we have 
ceased business in Iran, it seemed more 
suitable to make the end of the bank’s financial 
year coincide with the end of the month 
according to the Gregorian calendar. At 
another meeting to follow this, you will be 
asked to approve certain changes in the capital 
structure of the bank to conform to the con- 
ditions of to-day. The reasons for these 
changes are explained to you elsewhere. It 
has been a pleasure for your Board to recom- 
mend that the final dividend be increased to 
7 per cent., making Io per cent. per annum for 
the year instead of the 9 per cent. which you 
have received for so many years. 


Our accounts continue to show a strong 
position. Cash and money at call at £17,000,000 


compare with /29,000,00c a year ago, but 


~ 


investments, almost wholly in dated British 
Government securities, £10,700,000 compare 
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with {6,000,000 the previous year. Our 
deposits at £35,000,000 show a decline on the 
figure of £45,000,000, but you will recall that 
in the chairman’s statement last year, he fore- 
cast that the disappearance of our Iranian 
accounts would cause some reductions under 
this heading and this is what has come to pass, 
although other fortuitous circumstances not 
related to Iranian business, account for part 
of the reduction also. 


Bills discounted, loans and advances at 
£9,900,000 show an increase of £700,000, and 
credits and guarantees on behalf of customers 
at £8,500,000, an increase of £1,200,000, both 
a sign that our volume of business is being well 
maintained. Fixed assets at £100,000 remain 
unchanged. The winding up of our business 
in Iran has continued throughout the year, 
and we now maintain only a few members of 
our Iranian staff in Teheran to conclude our 
affairs. All our properties in Iran have been 
sold. 


Difficult Trading Conditions 


The headquarters of the overseas manage- 
ment of the bank, together with the chief 
inspector and his staff, have been transferred 
to London from Teheran where they were 
formerly stationed, and this change has now 
been in force for the past year. Modern 
facilities for travel by air make control from 
London, the head office of the bank, not only 
practicable, but even more efficient than 
control from a centre overseas. All our I9 
branches can be reached within 24 hours’ 
travel from London, most of them within half 
that time. . 


Turning from the accounts, I will touch 
briefly on the progress of the bank’s affairs in 
the many territories in which we are estab- 
lished. Trading conditions in all areas where 
we operate were more difficult last year than 
in the previous year. Markets in most com- 
modities were falling and had the Middle East 
as a whole not been in receipt of increasing 
revenues from oil to offset the fall in prices of 
most agricultural products, the result might 
have been less satisfactory. 


Withdrawal from Iran 


Having reviewed conditions in the various 
countries, the chairman concluded by saying: 
You will have observed that, for the first 






















time since the bank was founded in 1889, Iran 
has not been mentioned. We withdrew the 
last member of our British staff in December 
last and only a few members of our Iranian 
staff remain in charge of the winding-up of 
our affairs. It is a matter of regret to us that 
our long period of co-operation in the develop- 
ment of that country should have come to 
an end. 

I cannot close without expressing thanks 
for the services of the staff. The last year or 
so has been a period of transition for the bank 
and we owe to our staff, both British and non- 
British, a great debt for their faithful service. 
Our thanks are due to them for the satisfactory 
results of the year under review. 

The report and accounts were unanimously 
adopted; the proposed dividend was approved ; 
the retiring directors were re-elected and the 


remuneration of the auditors, Messrs. Kemp, 
Chatteris and Co., was fixed. 


Capital Reorganisation 

At a subsequent extraordinary general 
meeting resolutions were unanimously passed 
to the effect that the consent of H.M. Treasury 
having been received, the reserve lability 
attached to the existing shares be can- 
celled, any future issues to be free of reserve 
liability. Furthermore, it was decided that the 
existing fully paid {1o shares be divided into 
ten shares of {1 each fully paid. By capitalisa- 
tion of reserves 500,000 new shares of {1 each » 
fully paid were created for distribution to 
shareholders in the ratio of five new £1 shares 
for each f1o share held on July 20, 1953, the 
capital of the Bank thus being raised to 
£1,500,000. 

The proceedings terminated with a vote of 
thanks to the Chairman, directors and staff 
at home and abroad. 














The Bank has branches in eleven different | 
States in the Middle East andisin anun- | 
rivalled position to encourage trade in | 
those areas. Exporters and importers are 
invited to communicate with the bank, 
whose knowledge of local conditions will 
gladly be placed at their disposal. 








Every type of banking business undertaken. 





Telephone: MANSION HOUSE 2643 





THE BRITISH BANK OF THE MIDDLE EAST 


(Incorporated by Royal Charter 1889) 
Formerly THE BRITISH BANK OF IRAN AND THE MIDDLE EAST 


CAPITAL FULLY PAID £1,500,000 ~- 


ADEN COLONY 
Aden 


LEBANON 


Beirut, Ras-Beirut, Tripoli 


PERSIAN GULF PORTS 
Bahrain, Dubai, Kuwait (and 
Ahmadi), Muscat, Sharjah 


AGENTS AND CORRESPONDENTS IN ALL PARTS OF THE WORLD 


Head Office: 51 GRACECHURCH ST., LONDON, E.C.3 





RESERVE £1,300,000 


BRANCHES : 
IRAQ 
Baghdad, Basra 


LIBYA 
Tripoli 


JORDON 


Amman 


SYRIA 


Aleppo, Damascus 


SAUDI ARABIA 
Alkhobar, (for Dhahran), 
Dammam, Jeddah 


Telegraphic Address (all Branches) : BACTRIA 

















Incorporated by Law in 1927. 


CAPITAL FULLY PAID... ... 
RESERVE (Banking Department) 
RESERVE (Issue Department) 


Transactions, provides special facilities 








BANK MELLI IRAN 


(NATIONAL BANK OF IRAN) 
Holder of Exclusive Right of Note Issue 


Governor and Chairman of Executive Board: 
HEAD OFFICE: TEHRAN, IRAN (Persia) 


Over 190 Branches and Agencies throughout Iran 


New York Representatve: 
One Wall St., New York 


CORRESPONDENTS IN IMPORTANT CENTRES ALL OVER THE WORLD 


The Bank, through its Banking Department, offers complete banking service for Foreign Exchange 
for Documentary Credits, 
Branches in Iran deals with every description of banking business. 

of information regarding import, export and trade regulations in force in Iran. 


ADMINISTERS NATIONAL SAVINGS 


Rials 2,000,000,000.00 
Rials 429,598,382.95 


... Rials 170,401,617.05 
DR. MOHAMMAD NASSIRI 


etc., and wi its numerous 
Especial services for all kinds 








